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TO:

MEMBERS, SENATE ENERGY & PUBLIC UTILITIES COMMITTEE

FROM:

COMMITTEE STAFF

SUBJECT:

NOVEMBER 17, 1993, COMMITTEE HEARING ON:

THE 1992 CABLE TELEVISION CONSUMER PROTECTION AND COMPETITION ACT:
The Impact on Cable Television Rates and services in California
When Congress passed the Cable Act of 1992, many subscribers expected
to see an end to the repeated, significant increases in their monthly
cable bills.
But a year later, cable companies are raising rates for
a substantial segment of their customers. Recently, the Federal
Communications commission (FCC) found that cable rates have jumped
for nearly one-third of subscribers surveyed, with the impact falling
hardest on basic-only service customers who can least afford rate
hikes.
This hearing seeks to find out why rates have gone up, and
what the State can do about rolling back unreasonable rate hikes in
cooperation with the FCC and local government officials.
The new federal Cable Act recognizes that in the future competition
rather than rate regulation may best protect cable customers. Many
believe that telephone companies offer the best hope for cable
competition.
Yet in recent months we have witnessed a number of
Baby Bell acquisitions of cable companies, as opposed to head-to-head
sompetition.
And there are concerns that telephone companies, such
~s Pacific Bell, that seek to compete against rather than acquire
cable systems may subsidize video services with higher telephone
rates.
This hearing seeks to explore the opportunities and pitfalls
associated with cable-telephone industry mergers and competition.
The federal Cable Act recognizes the importance of access to public,
educational and governmental programming on cable system line-ups.
In 1992 the California Senate began televising its proceedings on
The California Channel, which provides a cable service similar to
C-SPAN.
Recently, the California Channel and the California cable TV
industry entered into an agreement to support the future operation of
this legislative program. This hearing will explore the implications
of the agreement, particularly regarding industry financial support
for and distribution of televised legislative proceedings .

.......

ENACTMENT OF THE 1992 FEDERAL CABLE ACT
over the past decade, cable TV has become a dominant, nationwide
video medium. Ten years ago there were about 32 million households
with cable TV service. Today about 56 million households are
served. Prior to the 1984 federal Cable TV Act, cable rates were
subject to control at the local Jr state level for basic services.
The 1984 Act "deregulated" these rates.
Last year as a result of
consumer concerns, broadcast industry interests, and Presidential
politics, the Congress enacted, over President Bush's veto, the
Cable Television Consumer Protection and Competition Act to
''re-regulate" rates and to promote competition with respect to the
provision of video services. Why was the 1992 Act needed?
Most of the nation's 11,000 cable systems are local ~onopolies.
For a variety of reasons, including local authority exclusive
franchise agreements and the expense of constructing more than one
cable system to serve a particular service area, most subscribers
were left with no opportunity to select between competing cable
systems. Without the presence of other competing multichannel video
services, cable systems gained dominant market power and used it
or as some have claimed, abused it.
over the last decade, the cable industry has been accused of
aggressively raising rates and being unresponsive to customer
complaints about poor service.
Following deregulation in 1984,
average monthly cable rates increased by almost 30% -- about three
times as much as the consumer price index.
There was an outcry
across the nation, and Congress stepped in to protect consumers from
monopoly abuses until effective competition takes hold.
The 1992 Cable Act calls for market competition to protect consumer
interests.
However, where cable systems are not subject to
effective competition, the Act imposes a regulatory regime to
prevent cable operators from exercising undue market power.
The 1992 Cable Act is administered by the Federal Communications
Commission (FCC) .
If the FCC finds that a cable system is subject
to effective competition, the rates for that system are not subject
to regulation by the FCC, or by a state or local franchise
authority.
However, if the FCC finds that a cable system is not subject to
effective competition, rates for "basic services" (over-the-air
broadcast and public access stations) are subject to regulation by
a local franchise authority, and rates for "cable programming
services," (cable programs not including premium and pay~per-view
channels) are subject to FCC regulation.
Local government agencies
that Nant to regulate basic rates must first file a form with the
FCC to be certified as a qualified local franchise authority.
Earlier this year, the FCC "froze" cable rates to give local
government regulators time to prepare to enforce the Act. The
freeze was scheduled to thaw on November 15, 1993, but last week the
FCC extended it to February 15, 1994, to give local governments
additional time to become certified to regulate rates.
-2-

The 1992 Act requires cable systems to bring their rates in line
with "benchmarks 11 designed by the FCC. The law required the FCC to
set benchmarks by computing the average prices in the few markets
where cable systems face effective competition and generally charge
lower rates. The FCC directed cable operators whose rates exceeded
the benchmark to lower their rates to the benchmark or by 10%, whichever was less.
Future rate hikes are indexed to the inflation rate.
When it announced its rollback of rates, the FCC said its ultimate
goal was to cut cable bills an average of 10% generating over
$1 billion in annual savings for customers.
But the FCC rate
regulations, which went into effect September 1, 1993, came under
attack from cable customers who saw their bills rise instead of
fall.
There have been complaints that rate rollbacks were often
offset by added costs in other areas. The bill increases seemed to
fall hardest on subscribers who take basic service only, including
seniors, who often are the ones who can least afford higher bills.
In response to these complaints; the FCC undertook a survey of the
nation's 25 largest cable systems. A preliminary report covering 14
of the cable systems indicated that about 68% of their subscribers
had their rates lowered on the average about 8%, or $2 month.
However. about 1/3 of the subscribers suffered rate increases -- the
FCC report did not say how much rates jumped.
Critics of the cable
industry argue that when congress and consumer groups predicted that
over two thirds of cable subscribers would get rate decreases as a
result of the federal Act, they never envisioned that the rest would
get increases. The FCC declared that it will continue to
investigate why these subscribers are paying higher fees in the wake
of FCC rules designed to cut rates.
The FCC is still studying the 11 cable systems, left out of the
preliminary report, that ''reconfigured 11 their channels to separately
price their services on an 11 a la carte 11 basis.
Consumer groups
argue that this repackaging represents an industry effort to
circumvent FCC rules.
Under an 11 a la carte 11 system, cable operators
can, for example, reduce their regulated basic channels to the bare
minimum, and then charge additional costs for channels that formerly
were included in the price of the basic tier.
In other words,
customers can end up paying more for the identical channel line-up
they used to receive in a packaged basic tier.
LOCAL GOVERNMENT ROLE
The California Government Code enables cities and counties to
authorize, by franchise, the construction of cable TV systems.
As noted above, the 1992 Cable Act authorizes local franchise
authorities to seek FCC approval to regulate basic cable service
rates.
If local agencies do not apply for an FCC certification,
basic service rates may remain unregulated in that jurisdiction.
Across the country, many cable operators are seeking to sidestep the
1992 Act by urging local government offiGials to forgo exercising
their option to regulate basic rates.
Some operators have sought to
convince local officials that the Act and FCC regulations are too
complicated to administer, too costly to enforce, and will lead to
higher rather than lower rates.
-3-

In trying to persuade local officials to forgo FCC certification,
some cable operators have offered incentives such as improved
service, advance payment of franchise fees, and temporary rate
freezes. This lobbying effort may have particular appeal in small
jurisdictions where local governments have minimal resources or
staff and are ill equipped to hanqle regulatory controversies.
To date, less than half of California's local franchise authorities
that oversee cable systems have sought FCC certification.
some consumer groups are concerned about leaving rate protection
enforcement in the hands of local government officials -- they
complain that enforcement may be absent in jurisdictions which
decline to seek FCC certification, and may be uneven and
inconsistent among certified local franchise areas.
Another local government concern raised by the 1992 Act is the
problem of special agreements between local officials and cable
systems whereby cable operators are granted exclusive franchises.
This is one of the reasons why most Americans have only one choice
of cable service today.
The 1992 Act abolishes exclusive franchises, and goes further by
outlawing state and local requirements whicn unreasonably prevent
the award of an additional competitive franchise.
Any applicant who
is denied a second, competitive franchise may appeal to the FCC.
These new federal requirements, and pending litigation in this
state, raise questions about provisions in existing California law
which establish hurdles to acquiring competing cable franchises.
CABLE v. TELEPHONE COMPETITION

Many believe that reasonable rate reductions and fair cable rates
will only come about with the advent of effective competition.
And some believe that the only industry capable of providing
effective head-to-head competition with the cable industry is the
telephone industry.
For years these two industries have acted like deadly enemies as
they jockeyed to be the winner in the race to bring high capacity
"superhighway" communciation, data and video systems into the home.
But lately they seem more like friendly consolidators than fierce
competitors as their technologies converge.
Many of the Baby Bells seem intent on becoming allies with cable
companies. over the last few months, phone and cable companies have
been merging or forming strategic alliances.
In one of the largest
corporate mergers in history, Bell Atlantic has agreed to buy the
nation's largest cable TV operator, Tele-Communications Inc., in a
deal reportedly valued at more than $30 billion. And earlier this
year, u.s. West agreed to pay $2.5 billion to acquire 25% of Time
Warner Entertainment, the nation's second largest cable company.
The latest marriage between a phone company and cable TV operator
involves Southwestern Bell and Cox Enterprises, which could create
the nation's third largest cable system. This type of telephone
entry into the cable business risks replacing one monopoly with
another.
-4-

Telephone companies are barred by federal law from owning cable TV
systems in the markets in which they provide telephone services.
Thus, in the examples above, phone companies are generally buying
into cable systems that are located outside of their phone
territories.
However, last August Bell Atlantic won a federal court
case in which the judge declared the federal prohibition in
violation of the First Amendment of the Constitution. Rather than
this case leading to telephone companies building new and competing
video systems in their phone service territories, we may witness
instead phone industry acquisition of the existing cable systems in
their service territories which would frustrate rather than promote
competition. This court case is on appeal.
The rate regulation controversies surrounding the implementation of
the 1992 Cable Act, along with the court decision cited above, and
the growing number of cable-telephone industry partnerships that
have emerged recently have become a catalyst for Congress to revisit
the issue of cable "competition."
Federal legislation is under review to allow telephone companies to
get into the cable TV business so long as they do not subsidize
video services with higher telephone rates.
Preventing this type of
ratepayer harm and anticompetitive behavior will be particularly
important in California's consideration of Pacific Bell's recently
announced plan to invest $16 billion to build a communications
superhighway that will provide, in Pacific Bell's own words
"an alternative to the existing cable television monopoly."
The pending federal bill would also bar phone companies from buying
cable systems in their own service areas -- thus avoiding the
substitution of one monopoly for another.
Conversely, the
legislation would also facilitate cable industry entry into the
telephone business -- so there would be greater competition for both
video and telephone services.

STATE AUTHORITY UNDER THE 1992 CABLE ACT
States need not be passive players as we witness the battles over
cable rate regulation and competition. There are opportunities to
help local franchise authorities carry out their rate regulation
responsibilities, and ways to facilitate local government issuance
of multiple cable system franchises.
And through the State's Public
Jtilities Commission, we can help ensure that telephone customers
are not adversely affected by telephone industry entry into the
cable business. The 1992 Cable Act also makes clear that nothing in
that law restricts the application of state antitrust statutes which
can be brought to bear to counter anticompetitive practices by
either the cable or telephone industries. And more generally, the
1992 Cable Act states that:
"Nothing is this title shall be construed to prohibit any state
or any franchise authority from enacting or enforcing any
consumer protection law, to the extent not specifically
preempted by this title."

-5-

THE CALilOBNIA CHAHHBL

The federal Cable Act recognizes the importance of public affairs
programming.
Consistent with that goal, the California Legislature
helped establish The California Channel (known to many as CAL-SPAN) ,
an independent, nonprofit public affairs cable television network
modeled after C-SPAN. CAL-SPAN distributes live and taped coverage
of the California Legislature via satellite to California cable
systems that agree to distribute this programming. The California
Channel is particularly important because the commercial
broadcasters have abandoned their Capitol news bureaus creating a
vacuum in terms of public access to events in the Legislature.
contributions from major California foundations, cable companies
(including monthly cable subscriber fees), and other corporations
have made it possible to fund The California Channel, but it has
been a financial struggle.
In particular, limited resources have
forced a reduction in the hours of CAL-SPAN coverage. One of the
major causes of this financial strain is that cable companies
serving about half of the homes in the State receiving cable service
have not signed-up to pay for or distribute CAL-SPAN programming.
Recently, The California Channel and the California cable television
industry announced an agreement, effective October 1, 1993, which
restructures the current CAL-SPAN Board of Directors with a board
consisting entirely of cable industry representatives. As part of
the agreement, the California cable industry pledged to fund
CAL-SPAN operations for at least the next three years and to
distribute legislative proceedings more widely.
The original structure of the CAL-SPAN board included non-cable
members to help serve as a buffer between the cable industry and the
Legislature to ensure credible, unedited, politically neutral and
balanced programming. Why did the cable industry request a
restructured board of directors, and what impact will the new board
composition have on the goal of maintaining unbiased programming?
A constant CAL-SPAN goal has been to restore and expand the hours
of programming, and to increase the number of California cable
operators willing to pay for and carry the program. What changes
along these lines are we likely to see as a result of the agreement?
What are the prospects for CAL-SPAN evolving along the lines of
C-SPAN wherein a wide variety of State government programming would
be provided, including the Executive Branch (e.g., covering the
Governor and executive agency hearings) and the Judicial Branch
(e.g., covering the California Supreme Court)? Is this part of the
vision of the new cable industry Board of Directors?
Even with increased channel capacity, cable companies have a
financial incentive to fill their channel line-ups with profitmaking programming, and some systems have and will resist carrying
public access programs, such as CAL-SPAN, absent a mandate.
If the
new CAL-SPAN agreement fails to substantially increase voluntary
cable system financial support for and carriage of legislative and
other state government proceedings, should the State step in?
-6-

ISSUES FOR COMMITTEE CONSIDERATION
FEDERAL CABLE ACT
Have the promised rate reduction benefits of the federal Cable Act
failed to materialize in California? What percentage of California
cable customers have seen their rates go up since this law was
passed, and by what amount? To what extent are California cable
operators successfully lobbying local franchise authorities to
decline to regulate basic rates? Should there be a statewide
investigation of these issues? The federal Cable Act is once again
under consideration by the Congress. Should the State lobby
Congress for a larger role for "state government" to play in
cooperation with the FCC and local franchise authorities to promote
fair cable rates and competition?
LOCAL GOVERNMENT
Is there a role for the State to play to assist local franchise
authorities that seek FCC certificatibn to regulate basic cable
rates? Can and should the State, through the Public Utilities
Commission, the Department of Consumer Affairs, or some other state
agency, step in to protect cable consumers in local jurisdictions
that decline to seek FCC certification? Should the State repeal
or amend laws on the books that tend to perpetuate exclusive cable
franchise systems which frustrate competition?
CABLE

v. TELEPHONE COMPETITION

Telephone company rates are generally regulated by the California
Public Utilities Commission. Cable companies are not regulated by
the PUC but face the prospect of local franchise authority rate
regulation. As the technologies of these two industries converge,
and we witness alliances and competition, is there a need to
re-examine and restructure the manner in which both the PUC and
local governments oversee these industries? Telephone companies are
seeking entry into cable markets, and cable companies have their
sights on telecommunication opportunities. Are our state and local
agencies equipped to prevent these two industries from unreasonably
increasing subscriber rates to subsidize entry into new markets, or
from becoming ''duopolists" capable of charging excessive rates?
CALIFORNIA CHANNEL
The federal Cable Act authorizes local franchise authorities to
require cable operators to provide adequate "public, educational,
and governmental" access channel capacity, facilities, or financial
support.
Should the Legislature consider, in co~sultation with
local governments and the CAL-SPAN board, requiring cable operators
not carrying The California Channel by a certain deadline to add an
additional "governmental" access channel for state government,
including legislative, programming?
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VIEWING THE CABLE INDUSTRY
• The industry giants
Although more than 11,000 cable television systems oHer services to
comumers, ownership is concentrated in the hands of ;u$t a few
companies. As of January 31, more than half of the 55 million U.S.
households that subscribe to cable were served by one of the eight ~
largest operators listed below.
Cable operator

Total U.S.
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• Cable stockS beat the averages
Performances of the AGE Cable Index and the S&P 400 industrials.
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Up toOne-Third
of CableViewers
Face Rate Hikes
By

t/ (

CARLA LAZZARESCHI
and ANNE MICHAUD
TI"\II·S S fi\H IVKi fi: KS

.-Despite

';l.( ,

J'

early prom1ses to the
contrary, as many as one-th1rd of
the nation's 57 million cable televi sion households face price increas es when the new federal regulations designed to put the lid on
rates take effect Wednesday.
The rate increases, mostly in the
range of $1 to $3 a month, will fall
hardest on basic-service-only subscribers, whose bills are already
relatively low, and on customers
rece1vmg several premium entertainment channels, such as the
popular HBO, Disney and Cinemax.
If a consumer outcry arises over
the new bills, it could prompt
Congress to try a second time to
regulate cable rates. Some lawmakers say that they are ready to
step in if necessary.
"When we said that two-thirds
or three-quarters of cable subscribers would get rate decreases,
we never imagined that the rest
would get an increase," said Rep.
Edward J. Markey (0-Mass.). an
author of the new cable rate law.
"We're looking at it hard and we
will demand answers from the
industry."
Overall, government authorities
and cable companies are sticking
by their original prediction that
two-thirds of consumers nationally
will save a total of $1 billion per
year on their cable bills. Most of
these subscribers are expected to
· get a rate cut of about 10%.
But the rate cuts fostered by
Congress and federal regulators
over the last year will flow mainly
to families now spending large
sums for multiple cable connections and extra equipment. and
could range as high as $15 or $20
per month.
Please see CABLE, A17

Continued from Al

An estimated 4 milhon Southern
California cable subscribers will be
told of their new rates in their
September bills, which should begin arriving in mailboxes as early
as today. These notices will be the
first realization for many housebalds that the new cable law can
bring increases as well as cuts.
"We know consumers will be
upset, but we're only following the
law," ins1sted Dale Bennett, vice
president of California operations
for Tele-Communications Inc., the
nation's largest cable owner,
whose territor1es include 200,000
customers in portions of the San
Gabriel Valley and Riverside
County. "It just didn't work out as
everyone anticipated it would."
· But James Quello, mterim chairman of the Federal Communications Commission, accused thecatne industry of publicizing the
minority of cases in which cable
bills will rise in an effort to discredit the new federal cable law.
Broadcasting & Cable, a trade jourrial, quoted him as saying that the
industry should be careful: "They
could tick off Congress and the
FCC."
·A nd some consumer groups say
·
that the cable companies,
which vigorously fought re-regulation, are now packaging their

services to Circumvent the new
rules.
"It's a loophole that the cable
companies are using to avoid the
reductions that Congress and the
FCC wanted and intended to give,"
asserted Bradley Stillman, legislative counsel for the Consumer
Federation in Washington. D.C.
Stillman predicted that subscribers would only see real cuts in the1r
cable bills with the advent of
competition from direct broadcast
satellite technology in the next few
years.
At the heart of the 1ssue is a
complicated set of regulations
drafted by the FCC after Congress'
passage in October of · a law designed to put a halt to the rapid rise
in cable rates that followed the
industry's deregulation in 1986.
Under the FCC regulations, cable operators are required to reduce many charges, but are permitted to .increase other rates-so
long as the rate hikes generate less
money than the required price
cuts.
The FCC's new rate scheme is
complicated and its formulas apply
differently to each of the estimated
11,000 cable temtories. Further,
cable customers sign up for different types of services. As a result, it
is impossible to offer generalized
rate information.

However, the FCC says that the
biggest changes will come i'n the
area of equipment fees.
The law forbids companies to
charge customers with multiple
cable connections an extra service
fee for those additional outlets. It
also requires cable operators to
base charges for renting such
equipment as converter boxes and
remote control devices on their
actual cast. As a result, households
with multiple connections will save
the most.
Linda Waters of Aliso Viejo in
Orange County said that her cable
company told her she would save
$11 each month on her current $43
bill because charges were dropping
for converter boxes, remote controls and her second TV outlet.

"J called
my husband to tell h1m
there was a rate change, and
he just automatically assumed it
was an increase," she said. "I'm
thrilled. That's a little over $100 a
year. It adds up pretty fast."
Among the subscribers likely to
be hit with an increase are those
now getting only the cheapest
cable services, including "basic"
and the next level up, often called
"enhanced basic." These customers may find that their cable operator has removed programming
from these categories and put it in
a separate cluster for which there
is an additional charge.

For example, Continental Cable,
which serves 323,000 households in
and around Ul8 Angeles, has created a new cluster with three popular
channels-TNT, WTBS and
WGN-that used to be part of its
other packages. It is charging $1.50
per month for the new cluster.
As a result of all of the rate
changes, said John Gibbs, Continental's vice president for legal
affairs. a large number of Continental subscribers will see monthly charges rtse about $1.40.
Still other operators are increasing fees for certam premium channels and pay-per-view serv1ces
that are not covered by the new
rate regulations. For example.
Comcast will charge 50 cents more
per month for HBO. TCI will
charge about $1 per month more
for each premium channel.
One TCI family in Arcadia, for
example, learned that its rate
would increase from $40.90 to
$45.17 per month because of a
nearly $5.50 increase in Disney and
HBO.
"It's going to be a mess before it
gets better,'' said John Vrba, an
Irvine resident and Dimension Cable Services customer. Vrba com•ooo•o•----•N•·--
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plained that his cable company had
added three foreign-language programs and a religious broadcast,
none of which interest him. "They
took the more popular channels
and put them on a fee. I think it's a
way to get around the stated intent
of the FCC.

"They took the Nashville Network away, and that's something
I'd like to have."
The new cable law also changes
the way consumers must complain
about suspected price-gouging.
Complaints about basic service
must be lodged with the local
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franchising authority, usually th.:
city or county government. Complaints about all other matters
must be filed with the FCC.
Complaint forms are available by
writing to the FCC, Cable Form
Request 329, P.O. Box 18238,
Washington. D.C. 20036.

Interim Hearing
The Cable Television consumer Protection and competition Act of 1992:
The Impact on Cable Television Rates and Services in California

November 17, 1993

CHAIRMAN ROSENTHAL:

Room 112, State Capitol

Good morning.

9am to 4pm

We are meeting today to review the

implementation in California of the 1992 Federal Cable Television
Consumer Protection and Competition Act.

It's a long title, I don't

know if there are initials for that or not.

I want to see if this Act

is living up to its name and intent to protect consumers and to promote
competition.
I am pleased that this hearing on cable TV services is being televised
today on the California Channel, which distributes legislative
programming along the lines of C-SPAN.

However, I am concerned that

many cable systems in California do not yet carry the California
Channel thus depriving consumers of public affairs legislative
programming.

We will return to this issue at the conclusion of today's

hearing.
I am hopeful that in the long-term, as the FCC carries out and
fine-tunes the consumer protection program called for in the 1992 Cable
Act, that California's subscribers will reap substantial savings.
However, in the short-term the FCC rules have been viewed by some as
hurting consumers, and we are hearing about complaints from angry cable
customers.

Recently the FCC found that while cable rates went down

modestly for most customers, they jumped for nearly one-third of those
surveyed.

•t

Many Californians have found that increased cable rates have fallen
hardest on subscribers of basic-only service who can least afford rate
hikes, including seniors.

Yet last year's federal Cable Act clearly

authorized cable television operators to offer discounts to low-income
senior citizens and others facing financial hardships.
Thus, I am particularly concerned about the elimination of discounts
for seniors and low-income customers undertaken by cable operators.

To

add insult to injury, Governor Wilson vetoed SB 505 which would have
required cable operators who offered discounts to seniors to notify
their customers of the availability of discounts.

The cable industry

and the Governor appear to be heading in the wrong direction, in my
opinion.

I believe we have a responsibility to pursue affordability

and universal service for "basic" cable services.
Consumer concerns are also being expressed about new cable TV equipment
requirements and costs.

There is confusion about the reshuffling of

channel line-ups into a new "a la carte" menu.

I am concerned that

cable companies may be finding loopholes in the new law and FCC
regulations to raise rates rather than reducE them.

The FCC is

investigating this matter, and I look forward to the FCC's testimony
today on this issue.

If, in fact, California cable operators have

instituted rate increases that are not justified, then I want the state
legislature to join with the FCC and California's local franchise
authorities to eliminate these abuses.
The federal Cable Act authorizes local governments to regulate basic
cable rates in the absence of effective competition.

It is very

important to me that we enable our local officials to do this job
effectively.

I am seriously concerned about cable industry efforts to

persuade local officials to abstain from exercising their regulatory
authority under the Act.

To date, less than half of California's local

franchise authorities that oversee cable systems have sought FCC
approval to regulate rates.

If local officials don't step up to the

plate to protect consumer interests, it may be necessary for the state
to step forward.

It is my hope, and I will so request, that the FCC
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convene a workshop in California to meet with state and local officials
to facilitate participation in the Act's implementation.
California is looking forward to the day when effective competition
replaces rate regulation.

To promote competition at the local level we

need to remove legal hurdles which foster exclusive, monopolistic cable
franchises.

Working with local franchise authorities, we must outlaw

any requirements which unreasonably prevent the award of additional,
competitive cable franchises.
At the federal level, the conventional wisdom is that next year
legislation will be enacted to allow telephone companies to provide
cable programming in their own service areas.

It is my hope that this

legislation will not allow phone companies to simply buy out or combine
with existing cable companies in their territories, thus defeating
competitive opportunities.
In addition, the California PUC must prevent phone companies from
subsidizing their new video systems with higher telephone rates.

In

this regard, we have to take a hard look at initiatives such as Pac
Bell's recently announced plan to invest $16 billion dollars to build a
high-tech communications superhighway that will compete with cable TV
services.

I look forward to Pac Bell's testimony on this issue.

My long-standing goals as Committee Chairman have been to protect
consumer interests and to promote fair competition.

I am not confident

that either of these goals will be fully realized in California with
respect to cable television rates and services unless we make the right
decisions soon.
Today we stand at a crossroads.

The direction that cable TV rates move

in California will be determined by a combination of FCC and local
government decisions, consumer advocacy, further congressional action,
new technologies, new competitors including telephone companies, and if
necessary, new state legislation.

The road that I prefer to travel is

-
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one that in the short-term regulates against excessive cable rates, and
in the long-term leads to aggressive competition to protect consumer
interests.

We have with us today a prestigious group of witnesses to

help lead us down the right road.
We begin first with a keynote address by the FCC's Chief of Cable
Services, Sandy Wilson, who runs the FCC division responsible for
implementing the 1992 federal Cable Act.

Ms. Wilson is a distinguished

communications lawyer who joined the FCC in 1990, and we are privileged
to have her appear before this committee.
At the outset, I would like to express my deep appreciation for your
agreeing to come out to California, making this trip to testify today.
Yesterday the Washington Post reported that the nation's largest cable
TV company, TCI, which is a powerhouse in California, urged its
managers, in writing, to raise cable rates and blame Washington.

As

part of your testimony, I hope you can tell us what you are going to do
about that kind of behavior.
SANDY WILSON:

Please •.. you may begin.

Good morning Mr. Chairman and members of the committee.

I am delighted to be with you this morning and its not simply because I
get the pleasure of taking a day trip from Washington to California,
which is always a great experience, but also because I get the
opportunity to discuss with you a very important new federal law which
is the Cable Consumer Protection and Competition Act of 1992.

I am

sure I don't need to tell you how important this piece of legislation
is to cable subscribers because I am sure that you, like me, hear from
them virtually every day on this subject.

And I am sure that you would

agree that we have been asked as regulators to step into the fray
because consumers love their television services.

There are just too

many cases in which they think they pay too much for it and the service
isn't too good but they really do love that service.

But despite these

problems, consumers realize and I think we all do, that the cable
industry provides a vital array of services to citizens nationwide.
And they also realize if they read any daily newspaper or watch any

-
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television news that their cable operators will play a key role in
building the super information highways of the future.

An undertaking

that will vastly expand the range of services available to subscribers.
The 1992 Cable Act is an important step in the federal government's
efforts to make this future a reality.
Specifically the law is designed to ensure that on the road to the
super information highway, consumers have more choice, get the best
service possible and pay reasonable rates for cable service as we
currently know it.
title.

The twin goals of the Act are reflected in its

It is designed to promote competition in the provision of

multichannel video programming services and to protect subscribers
until real competition actually emerges.

Thus the Act is not simply

about lower cable bills as so many consumers seem to think.
actually about much more.

It's

With more competition to cable will come

more innovation, more and better programming, more variety, better
customer service -- all of this in addition to lower prices.
I knew that you appreciate the broader context in which the Cable Act
was passed because it is reflected in the topics you have chosen to
discuss today; such as how to get more competition into the marketplace
so that ultimately the government doesn't have to be so intimately
involved.

After all, the Act itself leaves little doubt but that

competition is preferred over regulation.

At the same time, Congress

was not hesitant to require regulations to protect subscribers until
competition takes hold.
Let me turn then to the subscriber protection provisions of the bill
since this is the issue I understand you would most like me to address.
Although there are a few other miscellaneous protections, the key .
provisions of the Act, protecting consumers, involves customer service
standards and rate regulation.
With respect to customer service rules, the FCC last March adopted
federal standards that relate to three critical aspects of how a cable
system does business.

Specifically the standards govern when an

operator must be available by phone and when he must be open for
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business; how the operator answers service calls and requests for
installation and how bills should be written and refunds given to
subscribers.

These standards went into effect last July and are now

being enforced at the local level by state and city governments.
Moreover where a local government thinks the standards aren't strict
enough or don't cover enough areas, it is able to impose more stringent
standards or standards covering other business practices, either by
modifying its franchise agreement with the cable system or by passing a
local law or ordinance.

This combination of federal and local efforts

should prove a winning one by ensuring that customer service improves
for cable consumers across the country.

I would stress however, and

this is a theme I will return to later, I would stress that the
customer service standards are enforced at the local level and not by
the FCC.

Thus, if a local franchise authority does not notify its

cable operator that it intends to enforce the FCC's customer service
standards, subscribers in that community will not reap the benefit of
those federal protections.
Now as I mentioned earlier, the FCC's customer service standards are
the first of the 1992 Cable Act's two key provisions protecting cable
subscribers.

The second provision involves rates.

As you are no doubt

aware, Congress gave the Commission six months to adopt new rate
regulations that will potentially govern all but a handful of the
country's eleven thousand cable systems.

The Commission rose to the

challenge, and after a transition period aimed at getting all
interested parties, including ourselves, up and running, the new rate
rules went into effect on September 1st.
The major benefits of the Commission's rate regulations can be stated
fairly briefly.

First, we have adopted as our principal method of

regulating rates, a benchmark system, which is much less
administratively burdensome than traditional rate of return regulation.
Rather than getting tangled up in long

involved and expensive

'
controversies over cable operators costs,
the benchmark approach
ensures that consumers of regulated cable systems pay rates comparable

-
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to those found in a competitive market.

When the Commission adopted

the benchmark scheme in April it predicted on the best available
information at the time, that up to two-thirds to three-quarters of
cable subscribers could see reductions in their overall cable bills for
regulated services of up to ten percent.
The hundreds of millions of dollars in savings that these rate
reductions could produce, however, are only the first benefit that our
rules offer.

Where systems become subject to regulation, their rates

are then capped and their ability to raise rates in the future are
severely restricted.

This price cap gets to the heart of Congress's

concern which was to provide a meaningful check on spiraling cable
rates.
Finally, the Commission adopted a rate freeze that began on April 5th
and has just recently been extended to February 15th of next year.
This freeze, all observers agree, has resulted in additional
substantial savings to consumers.

Despite these very significant

benefits, there is unfortunatly a perception in some quarters that the
FCC rate rules are hurting rather than helping consumers.

This

perception apparently stems from the rate adjustments that cable
operators nationwide implemented at the end of August in anticipation
of rate regulation kicking in on September 1.

Those voluntary rate

changes, which I might note have not yet been reviewed or approved by
any local or federal agency, but those voluntary rate changes triggered
widespread press reports that most rates were going up, not down, on
the eve of regulation.
Even a cursory review of many of these press accounts reveals that
headlines announcing rate increases were actually contradicted by
accompanying text which revealed that rates for many subscribers were
falling.

Nonetheless, in order to get a more accurate picture on what

in fact transpired, the Commission undertook an emergency survey of the
country's top 25 cable companies and collected rate data on 245 systems
who represent 14 out of 58 million, which is roughly about 25 percent
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fa all cable subscribers across the country.

Unfortunately, unlike

election polls, it takes awhile for experts to verify, complete and
analyze the complicated data submitted to us by the cable operators we
surveyed.

However, shortly after the responses were - filed, the

Commission was able to release some preliminary survey results.
These results indicate that rates for companies that did not try new
marketing strategies which is roughly 14 out of the 25 that were
surveyed, have in fact decreased for more than two-thirds of their
subscribers.
Moreover, rates for commonly used equipment, such as remote controls
and additional outlets have decreased dramatically across the board.
This obviously is very good news for consumers.

At the same time, the

rates for these 14 companies did increase for a minority of
subscribers, approximately 31 percent.
Although the Cable Act does not guarantee a rate reduction for all
subscribers, and although our rules do allow f

some legitimate rate
or
increases as we transition to widespread rate regulation, the

Commission and other involved government officials, obviously like
yourself, will have to continue to examine such rate increases to
determine whether they are in compliance with our rules or not.
Now you are no doubt

a~king

of the 25 that we surveyed.

what happened to the other 11 companies out
The data we collected revealed, somewhat

surprisingly, that these 11 companies have all instituted a new
marketing strategy that involves taking channels formerly offered as
part of a program tier, and selling them for the first time on a stand
alone or a la carte basis.

The FCCs rules do allow these a la carte

channels to be offered as part of a package in limited circumstances
since that is how traditional a la carte channels, such as HBO or
Showtime, have been marketed in the past.

If the packaging is done

properly, the a la carte channels will not be subject to rate
I

'

regulat1on because the Act does not allow rates for stand alone
channels to be regulated by any government entity, either local or

-
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federal.
The fact that 11 of the 25 companies surveyed implemented this new a la
carte strategy has frankly complicatetd our data analysis but it has by
no means made it impossible.

As a result, we have needed to take more

time to evaluate the results and present them in a meaningful fashion
that will enable everyone to understand what happened with the
September 1 rate adjustments.

Now it would be nice, of course, if I

could come before you today to tell you what the final results of the
survey are.

Unfortunately, although the results will be out shortly,

they are not yet available so I cannot speak about them publicly.
However, I will of course make them available to you as soon as they
come out -- and I will be happy to answer any other•questions you might
have about them after they are released.
Before I leave the subject of the rate survey results however, let me
stress one more thing.

There has been a lot of speculation in the

press and elsewhere that the rate increases we are seeing are being
born principally by people who buy only basic service.

Because of this

concern, the final report will give as much information as we can about
low end cable users as well as high end users.

Release of this

information will then put us in a better position to address these
concerns.

I would note as an aside, however, that the data on which we

based our benchmarks suggested that it was the basic service tier that
is most likely to have rates that are too high vis a vis other
services.

SENATOR ROSENTHAL:

Let me break in here and ask you a question because

it is apropo to what you just said.

If after your investigation the

FCC concludes that some of the basic rate hikes constitute evasion of
the FCC rules, what enforcement action would you take?
MS. WILSON:

Well once we are aware of such a problem if the rates do

constitute an evasion, there is a wide range of sanctions available to
us ranging I assume from fining of the operator to offering refunds if
there has been a problem to subscribers.

-
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We will be very aggressive

about taking enforcement actions against evasions once we determine
that they have in fact taken place.

SENATOR ROSENTHAL:

MS. WILSON:

Thank you.

I would also like to clarify for the record another

related point and that is that there is nothing in the Cable Act or in
the Commission's rules, as you have already. noted, which precludes
operators from offering discounts to senior citizens or economically
disadvantaged consumers.

To the contrary, the Act and our rules

specifically preserve the ability of operators to offer reasonable
discounts to these groups.

A cable operator subject to rate regulation

may feel that it can no longer afford to provide such discounts because
of other rate reductions it is required to make under our rules.
However, that is a business decision, not one mandated by law.

SENATOR ROSENTHAL:

Let'~

say that we witness cable operators

terminating senior discounts.

Under the federal Act, can the states

require cable operators to provide discounts to seniors and other low
income communities, much as we do for telephone services here in
California?
MS. WILSON:

I don't know if it could be required.

That's a question

of sort of the federal law, of whether or not it has preempted state
law in this area or not.

I can certainly take a look at it.

Certainly

what the Act does say on its face is that operators cannot be required
to do away with those discounts.
preserved expressly by the Act.

That their ability to offer them is
Short of state involvement, obviously

there is nothing wrong with the affected consumers or local government
asking that such discounts be continued or instituted where they were
not offered before.
I would like to return now to the recurring theme that I mentioned
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earlier and that is of local involvement in the cable regulation
process.

In many ways the 1992 Act is a perfect example of a local

empowerment statute.

And empowerment I know is a word of the 90's.

In

essence the law puts local regulators and subscribers on the front line
when it comes to triggering the subscriber protection

of the Act.
s
This means, as I mentioned earlier, that unless a local franchise
authority decides to enforce the federal customer service standards,
subscribers will not benefit from them.

Even more local involvement is

required to trigger the protections of the FCC's rate rules.

Thus, if

a local government chooses not to get certified to regulate basic
rates, those rates will go unregulated and no one will evaluate whether
rate changes made in September are in compliance with our rules.

SENATOR ROSENTHAL:

Is there anything in the law -- if the local

franchise authorities don't do the job?

MS. WILSON:

No.

Can the state do it?

The Act is clear that it has to be the local

franchising authority that regulates rates and who has the ability
under state law to regulate rates is something that is decided by state
law.

The power to regulate rates stems from state law but a lot of

states have delegated it down to the local level.

There are some sort

of tricks to that so whether California, for example, could step in
would really depend on the provisions of state law.

That is if they

wanted to step in and get certified to do it themselves.

And I would

again, be happy, if you would want to give me the specifics of your law
and how the state PUC is set up to provide some guidance on that.
There is nothing that prevents the state from providing technical
assistance to local franchise authorities.
SENATOR ROSENTHAL:

MS. WILSON:

Thank you.

As I was saying, obviously if the local government doesn't

get involved to regulate basic rates, then the rates go unregulated.
Similarly the FCC cannot regulate the rates for which it is responsible
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unless either a subscriber or a state or local government official
complains to us about those rates.

The common perception that we are

out there affirmatively regulating rates is not true.
response to a subscriber complaint.

We only do it in

So in short, it is local officials

and subscribers themselves who hold the cards.
Now it is clear that state and local government and subscribers as well
are beginning to learn about their rights and responsibilities under
the new law.

As of last Friday, nearly 3,300 franchise authorities had

filed to get certified by the FCC.

In California, approximately 215

franchise authorities have requested certification to regulate the
basic rates of some 375 cable systems.
On the FCC front, over 36 hundred complaint forms triggering our
jurisdiction had been filed by last Friday.
California alone.

Over 200 are from

Although these numbers sound impressive, and they

certainly are generating a lot of work for us and local officials, they
represent only a small percentage of the 30,000 franchise authorities
and the 58 million cable subscribers nationwide.

Now it may well be

that the cities and subscribers who haven't yet been heard from are
completely satisfied with their cable rates and don't want the
protections of the Cable Act.

However, the Commission strongly

believes that it is simply too early to draw that conclusion.

Rather,

recognizing that it takes a long time for any new federal law to be
implemented, the Commission has instead chosen to extend the rate
freeze, which was scheduled to expire this past Monday on the 15th of
November, to February 15th in order to give local officials and
subscsribers more time to become involved in the rate regulation
process before rates can rise again.
Given our commitment to implementing the Cable Act, the Commission is
taking a hard look at other means of encouraging local involvement
beyond extending the rate freeze.

We know that resources are tight at

the local level.
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They are tight at the federal level as well.

And we also know that

local governments are wary of the rate regulation process, especially
if they fear they are going to get a cost of service showing.

For this

reason, the FCC is encouraging local governments to get together and
jointly certify.

This is a process that enables cities and communities

to pool their resources and I would note that in order to get jointly
certified you don't even need to regulate the same cable operator, you
can be regulating different operators but still get together and share
resources.
We have also asked organizations representing local communities such as
the NATOA and the National Association of Counties and some others to
collect from their members commonly asked questions about the joint
certification process so that if there are questions out there that are
stopping people from getting jointly certified, we can resolve the
questions and more people can get together.

In this vein, I would note

that obviously as I said earlier, that a state or other government
entity can provide technical assistance, again to help locals with
their obligations under the Act.
Another area that we have been involved in is trying to discourage side
deals between local governments and cable operators.

Some operators

are suggesting to local governments that they forego official rate
regulation in order to cut a better unofficial deal.

The Commission's

view is such arrangements are flatly unenforceable under the Act which
states clearly that franchise authorities cannot regulate rates outside
the rate provisions of the law.
Also, having seen some of the proposals and I would stress these are
proposals

I haven't seen signed agreements -- but some of the

proposals that are floating around, it's clear that subscribers would
not be better off under the alternative side deals.

The FCC rules

would provide much more protection.
We have also recently learned that one of the things that is holding up
some certifications, is the question of whether you can get decertified
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once you get certified.

This is actually a question that has not yet

been officially answered by the FCC so there is no answer.

However, we

know that it is an issue, so we are looking to answer it I would hope
over the next three or four weeks and provide more guidance in this
area.
Finally, we are asking local officials to get information about rate
changes and things that have happened at the local level to the FCC in
an organized fashion.

For example I know that NATOA had set up an FCC

liaison committee and are using that as an opportunity to get
information to us.

There is a common perception that the FCC knows

everything that's going on across the country and that obviously isn't
the case.
it.

We don't know about something unless people tell us about

So we are definitely encouraging people, if they think there is a

problem and it may turn out to be a problem or it may not, but
certainly to let us know.
And finally, and this is in response to something that you mentioned
earlier Mr. Chairman, the FCC's chairman has announced that we will be
holding six regional seminars across the country.
initiated effort.

This is an FCC-

They will be targeted to franchise authorities and

other state and local government officials who are involved in rate
regulation for the first day and the second day we will be addressing
consumer groups and folks who are involved with helping consumers.
They will be held in our six regions so they will actually be covering
the country.

San Francisco is one of our six regions, so ...

SENATOR ROSENTHAL:

MS. WILSON:

Has a date been set yet?

A date has not been set as yet although my guess would be

if not today, maybe tomorrow a press release will be going out, sort of
officially announcing the kickoff of these seminars.· So, information
on the details will be forthcoming very shortly.
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If only the hearing

could have been on Friday, I would have been in much better shape to
give you these details.
Now I know that I have spent most of my time this morning on the
consumer protection aspects of the new cable law, before I close,
however, I would like to say a few words about the other equally
important purpose of the Act, which is to promote competition so that
the marketplace rather than the government protects subscribers.

The

1992 Act contains a variety of provisions aimed at spurring competition
in the multi-channel video programming marketplace.
The must-carry and retransmission consent requirements for example are
designed to correct a perceived imbalance in the relationship between
two age-old competitors, broadcast

. and cable operators. The law
ers
also has several critical program access provisions which will ensure

that cable's competitors, such as wireless cable and home satellite
services, not only can buy the programming they need to survive and
thrive in the marketplace, but also can purchase that programming on
the same terms and conditions as any other buyer.
A third very important provision, which you alluded to earlier,
prevents local franchising authorities from granting an exclusive cable
franchise and from unreasonably refusing to reward a competitive
franchise.

The Act doesn't stop here, either.

Other sections require

the FCC to impose limits on how many subscribers nationwide a single
operator can reach, and how many channels on its system an operator can
fill with its own program services.

The FCC has also adopted new rules

to regulate the rates for leas -access channels so that unaffiliated
e
programmers can gain access to cable systems by in essence renting
space at reasonable rates.
And of course, the federal government's efforts to inject more
competition extend well beyond the 1992 law.

As I know you will be

discussing later on today, Congress is seriously debating modifying the
telco-cable cross-ownership provision to allow the phone companies to
provide video services over their own networks and in their own back
yards.
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The courts are beginning to clear the way for this important
development and the flurry of activity in the marketplace between cable
operators and phone companies, reveals just how interested the two
sides are in this proposition.

SENATOR ROSENTHAL:

MS. WILSON:

How will the FCC handle these mergers?

Well, at the moment, unless the merger involves an FCC

rule, we don't get officially involved.
them do not.

Some of them do, a number of

However, we will be in the position of advising Congress

and perhaps doing our own study on this issue.

We have already made

some recommendations in our video dial tone decision which was released
maybe a year ago or a year and a half ago.

Especially given all the

activity in the area, it is something the Commissioners are very
concerned about and I think that you can look forward to us playing an
even more prominent role on those issues in the future.
Actually, in closing, I would note that the 1992 Act has created a
partnership between local and federal government officials in terms of
giving subscribers the protections of that new law.

I am very

heartened to see today that you are going to be taking up the
competitive issues because I think they are equally important and I
would trust that the partnership that we have on the subscriber
protection front will also extend into a partnership in terms of
discussing and exchanging information on the competitive front.
Thank you.

SENATOR ROSENTHAL:

At the beginning, I asked whether you had any

comments about the article in the Washington Post regarding the manager
of one of the largest cable companies, TCI, urging their managers to
raise cable rates and to blame Washington.
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MS. WILSON:

I believe the Chairman, Chairman Quello, was quoted in the

Post on the day that that was announced saying that that was a very
unfortunate memo and I think that's probably the best word for it.
Yesterday we did send a letter of inquiry to TCI asking them to explain
the contents of the memo so that we can evaluate whether or not there
has been a violation of our rate regulations.

And that letter will be

made publicly-available today, I think it was released yesterday but I
don't know if it made it into the press, but we did send a letter
yesterday.

SENATOR ROSENTHAL:

O.K.

Any questions from members?

Let me introduce

for those of you who do not know him, Senator Russell, who has joined
us.

We just heard from Ms. Wilson who is chief of the cable services

division of the FCC on how they are going to carry out the law.
I thank you very much.

I appreciate your coming, I appreciate your

testimony and we will be waiting to hear some of the things that you
said were coming.

And we will be keeping you informed about what's

going on here as we see it in California and will be seeking your help
in making certain that we do something about rates, generally, and
certainly do something about more competition because that will bring
rates down.

MS. WILSON:

Absolutely.

SENATOR ROSENTHAL:

Thank you very much for having me.

Thank you very much for coming.

We will now have the consumer panel group and we will bring all of
these people up; Bradley stillman, Legal Counsel for Consumer
Federation of America, Sylvia Siegel, Consumer Cable Cop, CCC, Lisa
Briggs, Associate Director of Utility Consumers Action Network and
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Corinne Reiter, representative of American Association of Retired
Persons, AARP.

And I understand someone is going to stand in for her.

Before you testify, I wanted to express my appreciation, Mr. Stillman,
Consumer Federation of America, for your coming out to California from
Washington to testify today.

The Federation has a national reputation

for alerting the public to consumer problems associated with
implementation of the federal Cable Act and we are glad you are here.
I am particularly interested in finding out what California consumers,
the Legislature and local officials can do to help ensure that the
ratepayer benefits that were intended by the federal Cable Act
materialize in this state.

MR. STILLMAN:
committee.

With that, you may begin.

Thank you, good morning Mr. Chairman, members of the

My name is Bradley Stillman and I am legislative counsel

Consumer Federation of America.

Founded in 1967, CFA is the

nation's largest consumer advocacy group and we are composed of more
than 240 pro-consumer organizations representing approximately 50
million consumers, senior citizens, low income people, labor, farmers,
public power and cooperative organizations befor~ federal and state
policy-making bodies and the courts.

And as you know, CFA was a

driving force behind passage of the 1992 Cable Act.
The 1992 Cable Act had a number of long-and short-term goals.

The main

short-term goals were to improve what many considered to be an
absolutely abysmal customer service record and to bring immediate rate
relief for beleaguered consumers.
The primary longer-term goal which is no less important is to bring
competition to both the cable equipment and programming markets.
Reports from our members thus far indicate that consumer customer
service has markedly improved.

The customer service minimums

established by the FCC in response to Congress's directives seem to be
working fairly well.

These rules, as Ms. Wilson stated earlier, cover

such things as how quickly phones must be answered, how quickly service
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interruptions must be repaired ani various rules regarding service
calls.
When Congress passed the 1992 Cable Act, over President Bush's veto, it
was viewed by many as a significant victory for consumers.
is no doubt that this is a good pro-consumer law.

And there

The law directed the

FCC to create regulations which would bring cable rates down to
competitive market levels.

Needless to say, the FCC was given a great

task.
The Commission has had to conduct numerous rule makings in order to
carry out this law, and for many they did a good job, and we
congratulate them on their efforts.
not really the issue.

However, the size of the task is

The problem is that the FCC, although it is the

expert agency, has dropped the ball on the most important short term
goal, immediate rate relief.
For some time CFA had argued that consumers were being overcharged by
approximately 6 billion dollars annually because of monopoly pricing
practices and the market power of cable operators throughout the
country.

We also knew based on governmental studies that the industry

had been raising rates at three times inflation since 1986.

This

amounts to approximately a 30 percent differential between monopoly
market rates and competitive rates.

When the FCC solicited data from

the cable industry, our claims were born out.

Cable rates, in those

few communities where there was actual head to head competition, were
about 27.5 percent lower than in monopoly markets.

And in our filings

to the Commission, we proposed a regulatory model which would have
reduced rates by approximately 27 percent and brought them down to
competitive market levels.

Despite this evidence, the FCC created a

rate formula which only sought to bring rates down by about 10 percent.
The problems consumers have faced since implementation of this law are
not because Congress wrote or passed a bad law.

The problems,

unfortunately, stem from faults and loopholes within the FCC's
regulations.

Loopholes which the cable operators have exploited in a

systematic effort to thwart application of this pro-consumer
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legislation on both the state and federal levels.
The question that I am sure is uppermost in the minds of this committee
as well as the minds of consumers in California is why did any
consumers see their cable rates go up?

To answer this question, we

have to look at the regulatory structure employed by the FCC.

When the

FCC had to decide how to regulate cable rates, as you heard earlier,
Ms. Wilson indicated that the Commission felt traditional utility
models of rate regulation would be too burdensome on all parties.
So, instead, they created a benchmark system which was designed to
emulate competitive market rates based on factors such as the numbers
of subscribers on a system, the number of channels and so forth.

When

the rate regulations and benchmarks were announced, the FCC imposed
what it had termed a rate freeze while the regulations were being
implemented.

The benchmarks were supposed to reduce rates only by 10

percent instead of the 27.5 percent which the industry data proved
consumers were being overcharged.

The problems with the FCC's formulas

became clear shortly after the regulations were announced last April.

SENATOR RUSSELL:

On the 27 percent, is that for every single cable

company or is that just an average?

MR. STILLMAN:

That is an average based on looking at the 50 or so

markets where you have actually two separate cable operators competing
for the same customers versus those monopoly systems in the rest of the
country.

SENATOR RUSSELL:

But everybody that has a monopoly isn't 27 percent,

some may be 20, 15, 5.

MR. STILLMAN:

Some may be 100.
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SENATOR RUSSELL:

Were you recommending that there be a flat 27

percent?

MR. STILLMAN:

Not at all.

We submitted a filing that was about 160

pages which spelled out in detail, based on economics and econometric
studies exactly how you would do this so that it is not just an across
the board 27 percent cut.

Just as the FCC's 10 percent reduction is

not a 10 percent across the board cut.

It's based on various factors

such as the number of subscribers, the size of the system, the number
of channels offered, and so forth.

SENATOR ROSENTHAL:

So a company that is only 10 percent above your

benchmark figure, that would be taken into consideration and they would
not be harmed?

MR. STILLMAN:

They would come down 10 percent.

As I alluded to earlier, the benchmarks set by the FCC

were simply too high.

There were many systems whose rates were already

below that benchmark level.

In addition the so-called rate freeze

wasn't a freeze at all, it was really a revenue freeze.

Instead, it

simply required that the average subscriber bills could not increase.
In effect, the rate freeze allowed cable operators to lock in their
monopoly profits and ultimately to raise rates on some subscribers.
Moreover cable equipment had to be priced at cost plus reasonable
profit.

We estimated that this should have resulted in an additional

savings of between 500 and 750 million dollars annually.
And the FCC had expressed their opinion that the figure would be in the
range of 400 million dollars.
To an extent, these savings have occurred and, for example, we have
seen significant reductions in the prices of remote controls, converter
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boxes and additional outlets.

However, the FCC's regulations permitted

operators to take the excessive equipment revenues which should have
simply been lost because they were above competitive market levels, and
they were able to shift those revenues to cable services, thereby
increasing rates for significant numbers of consumers.

This is the

reason that many basic subscribers saw increased bills, perhaps more
frequently than others.

Since they don't use so much equipment, like

remote controls, converter boxes and additional outlets, they couldn't
offset cable services increases through equipment reductions.
The FCC can take steps to fix the regulatory problems they have
created, which we hope were inadvertent , in the first round of rate
regulations.

The most important step is to lower the benchmarks by 17

percent to reflect truly competitive market levels.

The FCC should

also have prohibited shifting of revenue between equipment and services
and certainly can do so now.

Had this been done in the first place, we

believe no consumers would have seen bills increase and most would have
seen reductions in rates for cable services and/or equipment.
Under the law, local franchising authorities must certify with the FCC
to regulate basic cable rates.

If they fail to do so, consumers are

left with little or no protection.
There have been widespread reports that cable operators have been
engaged in a campaign to convince primarily smaller municipalities not
to certify with the FCC and obtain the authority to regulate cable
rates.

Cable operators have told cities that the regulations are

simply too complex or too burdensome to implement.

Some cable

operators have gone so far as to offer side agreements to impose rate
restrictions on themselves in effect as long as the city agrees not to
regulate. The cities and their associations worked hard to pass this
legislation.

Since cable was deregulated, they were the first line of

defense for angry consumers but lacked any authority to do anything
about complaints.

In fact, they pressed Congress for even greater

authority than they were ultimately granted.
been given some legal

~uthority,

Now that the cities have

they also have the responsibility to
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step up to the plate and regulate.

It's troubling that less than half

of the eligible franchise authorities have applied for certification
for regulation of cable rates.
The regulations are not nearly as complex as cable operators would have
you believe.

I say to all franchising authorities throughout

California and the country who are hearing these claims from their
local operators, consider the source.

In fact, since the obligation to

produce much of the data necessary to regulate is on the operator, we
believe anyone with an accounting or economics background would be able
to implement these regulations at the local level.

There are

provisions in the regulations for cities to share experts such as
economists and accountants, or for several small municipalities to
regulate together in order to conserve resources.
We encourage smaller cities, and/or states, to work together to bring
the benefits of the law to its citizens.

Already there are a number of

states that have invested authority over cable in state level cable
commissions.

State and local authorities may wish to explore this

option of returning at least some regulatory authority to the state
level.
Every city collects a franchise fee from cable operators.

In past

years while the cable industry was essentially unregulated, these
franchise fees were used for many other purposes.

Now that the cities

have the regulatory authority that they asked for, the money should be
used to regulate local cable rates.

If the cities do not regulate

cable, their citizens are left exposed to unchecked increases in cable
rates and the blame will justifiably lie squarely on the shoulders of
local authorities.
The side agreements that we have heard about this morning, not to
regulate cable, which are being offered by some cable companies to
small cities, are simply a bad deal for consumers.

In many cases the

rates in these agreements are actually higher than the FCC's benchmark
levels.

Furthermore, these agreements are totally unenforceable under

the 1992 Act and should be avoided.

In essence then, the cable
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operators that have continually gouged consumers, raised rates at three
times inflation, have been unresponsive to customers and have attempted
to thwart competition, are asking local authorities now to simply trust
them.

Consumers need protection under laws, not unenforceable private

agreements.
In addition to the scare tactics used in smaller cities, the cable
operators have blamed all rate increases and elimination of programming
and special discounts on the new cable law.

I would simply once again

direct your attention to the memo which was released by TCI's
management to all of its cable operators, instructing them to do just
that.

Neither the 1992 Cable Act nor the FCC's regulations require any

price increases for service.

All rate hikes h ave come about because

the cable operator chose to raise rates.
The issue of senior citizen and low income consumer discounts is a
particularly shocking example of the half truths and even outright lies
told by some cable operators.

xo

cable operators

The 1992 Act absolutely does not require

end these discount programs.

In fact, the law

expressly states that these programs are permissible and should be
continued by all cable operators.

Claims otherwise are outright lies.

After the FCC's regulations went into effect, we began hearing reports
of rate increases and other questionable practices.

SENATOR RUSSELL:

SENATOR ROSENTHAL:

SENATOR RUSSELL:
revenue?

May I ask a question.

Senator Russell.

Thank you Mr. Chairman.

Who pays for that loss of

How is it made up?

MR. STILLMAN:

Well, once again, that's a decision that is made by the

-
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cable operator.

SENATOR RUSSELL:

MR. STILLMAN:

By everybody else, basically?

Well perhaps, or they take it out of their rate of

return that they receive from all their other services.

As I stated

earlier, we believe they are being permitted to earn rates far in
excess of competitive levels.

SENATOR RUSSELL:

MR. STILLMAN:

Thank you.

In California, for example, subscribers to Century Cable

in Ventura saw their basic cable rate increase by 43 percent, to
$26.95.
$3.77.

Subscribers to TCI Cablevision in Vacaville saw increases of
Daniels Cablevision in Carlsbad, California, $2.51.

Continental Cablevision in Los Angeles saw increases of $1.39.

Also,

in an apparent attempt to avoid regulation, Falcon Cable TV in Hysperia
removed seven channels which were previously part of the basic tier and
offered them in a separate package for $3.00, or $2.00 for each channel
on an a la carte basis.

Clearly they priced these so no consumer would

buy them independently.

These are the kinds of concerns about evasions

that we believe have been raised and the FCC is looking into.
In response, a survey was begun to determine exactly what was happening
out in the grass roots.

Unfortunately, the survey instrument used by

the FCC is not likely to answer Congress's questions or even the FCC's
own questions.

The survey instrument is extremely flawed and

unscientific because it only surveyed the very largest systems and
operators.

It simply does not take into account the fact that

different size systems under the FCC's regulations are permitted to
charge radically different rates.

Nearly half of the operators

surveyed had changed their structure of offerings so completely that
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the FCC was unable to determine whether rates went up or down and had
to delay release of the survey.
We believe this may signal yet further attempts to evade rate
regulations.
In short these survey results cannot be extrapolated out
to give a sense of what has occurred across the country. The FCC
issued a preliminary report on rates which showed that while
approximately 68 percent of subscribers in these few largest systems
saw total bill decreases, 31 percent of consumers saw their bills rise.
This is totally unacceptable.
law.

No bills should have risen under this

Had the FCC adopted benchmarks that reflected truly competitive

market levels, no consumer would have seen any increases.
So the question on your minds must be, what can California do?
that end, I have several recommendations.

And to

First, if California were to

do nothing else, the state should make certain that all eligible
franchising authorities certify with the FCC.

Also, the state

authorities are in a position to both encourage and assist
municipalities in regulating cable.

SENATOR RUSSELL:

Certify.

They're not required to certify now?

And

what does certification mean?

MR. STILLMAN:

It is simply filing the form with the FCC which

indicates that the local municipality agrees to implement the cable
rate rules in accordance with the FCC's regulations.

SENATOR RUSSELL:

Why would a cable operator want to file or want not

to file?
MR. STILLMAN:

It's the franchise local government who makes the

filing.

-
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SENATOR RUSSELL:

MR. STILLMAN:

Why would they want to or not want to?

Well, if they don't do it, they are not permitted to

regulate rates at all.

It's essentially the permission that they need

from the FCC in order to regulate rates.

If they don't do it, then

there is no protection for the citizens in their communities.

SENATOR RUSSELL:

So that maybe they might think that it's too much

trouble to bother to get involved in this so they are not going to
certify?

MR. STILLMAN:

Exactly, and then if they do that, there is no rate

regulation.

SENATOR RUSSELL:

MR. STILLMAN:

Thank you.

The State of California's knowledge of utility

regulation would be invaluable to ensure efficient cable regulation by
local authorities.

California should consider setting up a clearing

house for information about local implementation of rate regulation.
It would also be useful to assist in matching up small communities that
are looking for partners or experts to assist in implementation.

State

authorities must keep the California Congressional Delegation in
Washington up to date on the effects of the law here at home.

Also, it

would be useful to maintain information about the number of complaints
filed and the nature of those complaints to help deal with particular
problems.
The state should also keep in mind, as stated earlier, the federal
customer service standards are meant to be minimums.

State and local

authorities should consider adding additional requirements to deal with
-
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specific problems and concerns.
And finally, I would encourage the state to do its own survey of rates
before and after implementation of the cable law.

One of our members

surveyed rates throughout the state of New Jersey and found that 68
percent of subscribers saw their bills increase as a result of the rate
regulations imposed by the FCC.

The Attorney General of Connecticut

found that over 50 percent of subscribers saw increases in that state.
In short, this information will be very helpful to consumer advocates,
to the FCC and to Congress as well as to the state, to see how the
nation is doing and to ensure that the promised benefits ofthe 1992
Cable Act are realized by everyone.

SENATOR ROSENTHAL:
my hand.

I have the FCC cable service rate complaint form in

Does anybody know it exists?

MR.STILLMAN:

Well, that's a major concern that we had.

We had been

trying to get these widely disseminated for months, in fact, sometime
back over the summer when the FCC indicated that it did not have the
resources to adequately distribute this form, my organization, at our
own expense offered to duplicate and send out these forms across the
country.

The FCC didn't take us up on our offer.

They did set up a

telephone line where consumers can either call or write and get a copy
of that complaint.

We would hope that local authorities, that cable

operators and that the state would help to make this available just as
Consumer Federation of America and its state and local organizations
have been doing.
SENATOR ROSENTHAL:

As I look at this form, it doesn't appear to be

user friendly.

MR. STILLMAN:

Well actually, I think its fairly simple.

The

information that is asked for on that form, first of all its a one page
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form.

The amount of text doesn't really indicate the difficulty of it.

All of the information necessary to fill out that form is available on
a consumer's cable bill, so all you need is your before rate increase
billing and your after rate increase billing and you should be able to
fill it out.

I would also encourage the state or municipal authorities

to offer assistance to consumers who need help just as we are doJng.

SENATOR ROSENTHAL:

What other procedures do you think could be put in

place to be more user friendly.

MR. STILLMAN:

With respect to filing these complaints, I think it

would have been useful to make the telephone number to order the
complaint form toll free, there seems to be a backlog on it and for
many it's a long distance call.

I would also say that there needs to

be some organization at the state and at the local level to try and set
up workshops to explain to people what their rights are and exactly how
they can exercise them best.

SENATOR ROSENTHAL:

SENATOR RUSSELL:

Any questions?

Yes, Senator Russell.

I know there has been a long discussion about whether

the cable industry should be regulated by the California Public
Utilities Commission.

What is right about that, what would be good

about the regulation and what would be bad about it?

It seems like

what we are doing is trying to regulate at the local level and there is
all kinds of problems there, rates are going up and whatever.

What

would take place if the PUC were to regulate?

MR. STILLMAN:

Well, I'll tell you in about eight or nine states right

now there is a state cable commission at the PUC or a separate
commission which regulates cable for the entire state.
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What that does

is it really puts the regulatory resonsibility in the hands of somebody
or a body which has a view of what's going on all across the state.
It's very difficult for some of these small towns to get a sense of
what their same cable operator is charging elsewhere for the same
services because they really only concentrate and focus on what is
going on in their local community.

That's a decision that I think

needs to be made between the PUC and the Legislature here in California
as well as discussing this with the consumer advocates throughout
California and the local municipalities to see what kind of a sharing
arrangement you could work out to implement this law in the most
efficient way possible.

SENATOR RUSSELL:

It cannot be applied to each community across the

board, it has to be sort of hand tailored to each local community, is
that basically it?

MR. STILLMAN:

Right, it is because the rules are based on such things

as the number of subscribers on the system, the number of channels,
etc., you can't really do an across the board look and say these are
what the rates in California need to be.

That would not take into

account the special needs that a small operator might have, vis a vis a
very large operator.
SENATOR RUSSELL:

So it would be difficult for a state agency, whether

it,s a commission or
to the

va~ious

MR. STILLMAN:

th~

PUC to take all this information and apply it

communities, is that what you are saying?

I don't know how difficult it would be.

If we are

talking about 400 different municipalities, the fact is, once you get
the data and you plug it in, it shouldn't be that difficult to a bunch
of them when you have somebody who has special expertise in filling out
these forms.

If you have people who have no experience doing this in

400 different places on the local level, your are less likely to have a
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Cable Television
To Competitio
Local phone companies allowed v -·
to provide video programl}1ing
S/2~

.

B11 Laura ElleMOn and .Tolua Ecklaoue
~a.t~w.a.r.

~al

telephone eompaole1 got permlalon yesterday to enter the
cable teleYilion bulneu in areu where they already proYide phone
servlee.
A federal court ruling paves the way for wtde-opeil eompet1Uon in
the cable induatry, permttttng local phone c:ompudel to launcb Uleir

own l)'ltema or gobble up existtng ·
cable operaton.
The court declared uncollltitu·
ttonal a provilion of the 1984 Cable
Act that barred local phone com- ·
panies from providing video p~
grammtng 1D areu where they II- .
ready provide telephone service.
The ruling u1d the prorislon ~
stricti free speech.

"Tb!s Sa a reaDy btg deal," said
Davtd Baron. IIIOCiate editor of ·
the Dtgttal Media newsletter. '1t
throws a deep-pocketed player ln· .
to the cable tndutry and ellm1nates the monopoly the cable and telephone compante1 each have bad in
their own lnduatrles."
--nua ta a major victory for consumen in our region, ltnce it wUl
provide them a eboice of video
programmen and not restrict
them only to what the cable indWItry provides," u1d Art Buahldn,
president ot. Ule lntormatlon services group at Bell Atlantic, the regional phone eompany that won ita .
cue in U.S. Dlltrlct Court in Alesandrla. VL
Analyata said lt wu more likely, however, that the fierce rivals
would form joint ventures to provide cable and telephone aervtces.
That could save local telephone
companies such u Pacific Bell bU·
Uons of dollan by not having to
improve their phone networa to
provide tnteractive multimedia
services - nch u push-button
home shopping and pay-per-vtew
televilion -that cable companies
already are telting. In a joint ven-

- - --·

·--

From Pa1e l
ture, the phone company could

supply Ule 1Witche1 wbile the cable companiel provide the blgh·
bandwidth interactlve cable that
could carry both two-way cable
programs and telephone callllnto
the home.

ac:Uve media reaearch firm, in a
play on worda. --rbil ta another
brlct out of the wan that prevents
the Bell companies from getting
into broader telecommunication

...........

caa. ... ..., •..,....
Cable industry offlclall reacted
angrily to the judge's dedllon.
"We do not belleve Ulta Sa good
news for consumen," u1d Peggy
Keegan, rice president ot. the C&lifornla Cable Televllion Allocla·
tion. --relephone COIDP"nt• could
use ratepayer money to buy cable
8)'lteml, fordq C:0111U11181'1 to pay
for domination ln the growing
fields of telec:ommunlcattons, entertainment and lntormatton."
Even If Ule telephone companies went on a baytq spne in the
cable lndutry, compedtion from
new technologies tncluding wtr.
lea cable and direct broadcut by
aatelllte would not be ellmtnated.
..All of these are now or aoon wW
be providing video programming,"
said John Mansell, an analyat with
Paul Kagan Al8ociates ln Falrfu.
VL

In any event, the 118Ven Baby
Bells tre unlltely to jump into the
interactive fray immediately because the ruling Sa certain to be ap-

aentcea."

Bell Atlantic VIdeo Services
Inc. and the Chesapeake and Potomac Telephone Co. of Virginia,
both sublldJarles of Bell Atlantic,
tued IUlt in December qainlt the
United States, the Federal Com·
munleatiou Commtaton and the
U.S. attorney general, which are
responsible for enfordng the 1984
cable televta1on act.
1be Bell Atlantic nbl1dlarles
plan to offer video entertlinment
and lntormatton services to about
80,000 c:utomen in Aleundrla,
VL, UliDg the network that Chesapeake and Potomac Telephone ln·
tends to lnstalltn that clty during
the nest two yean.
Although Bell Atlantic plans to
offer video programming, ot.fldala
decllned to •Y whether they
would develop a Hollywood-type
production studio Ub other cable
companies, including Time Warn·
er and Vtaeom, have. Bell Atlantic
said, however, that 1t hopes to of·
fer two-way aervlce that would en·
able consumen to transmit video
images to each other instead of
just rec:elvtng Images from a cen·

pealed.

tralaource.

"But I absolutely thlnt the role
of the telephone companies in cable ta lnevltaBell," llld Guy Arlen.
president of a Bethesda. !4cL, inter·

Paclf1c Teleala u1d lt Sa pleased
with the declllon but watl to
study the 55-pqerullng before d!ICUIIlng ttl plana.

Southwestern
Looks to Enter
Cable Race
• Communications: Baby Bell

near an agreement with Cox,
Bass Group that would create
third-largest system.
By jOHN LIPPMAN
TIMES STAFF WRITER

Southwestern Bell Corp., Cox Enterprises and the Robert M. Bass Group are close
to an agreement that would create the
nation's third-largest cable TV: company,
industry sources said Thursday.
The deal would be the latest marriage
between a cable TV operator and a telephone company as the major players in the
telecommunications industry race to realign themselves to pave the way for an
anticipated future of interactive television
and hundreds of channels.
In a two-step deal, Southwestern Bell
would trade stock for a 440,000-subscriber
• TCI MAY BACK OUT

Giant cable system reconsiders investing in QVC's offer ·for ParamounL D2.
cable TV system in metropolitan Atlanta
contTolled by Bass Group. Southwestern
would then pool the system into a newly
created joint venture with the big cable
systems owned by Cox, the sources said.
Southwestern Bell will also contribute
the cable systems in suburban Washington
to the joint venture, sources close to the
transaction said. It acquired those systems
from Hauser Communications earlier this
year.
. Neither Southwestern Bell nor Cox
would comment on the deal. Representatives of Bass Group, in Texas, could not be
reached. Southwestern Bell fell 50 cents
Thursday to close at $42.125 on the New
York Stock Exchange.
A media giant that was once considered
somnolent, Atlanta-based Cox owns 17
daily newspapers, including the Atlanta
Journal-Constitution, and cable systems
with 1.7 million subscribers. Those systems
make Cox the sixth -largest U.S. cable TV
operator.
In recent months, Cox has made some
bold moves, mcluding an agreement to
invest $500 million toward QVC Network's
tender offer for Paramount Communicatinn!l: H':u•lin,.

t"h;c:

VP:Ir r.ox tP.amPri un with

CABLE: Southwestern joins In
pace. Earlier this year, US West
phone service in Britain.
agreed to acquire 25% of Time
Cox, which had revenue of $2.5 Warner Entertainment for $2.5 bilbillion last year, also owns 19 radio
lion, and Nynex has agreed to
and TV stations.
invest $1.2 billion in Viacom Inc.,
By spinning off its cable TV
parent company of MTV, as part of
systems into a separate company,
Viacom's tender offer for ParaCox may be able to retain ownermounL
ship of WSB-TV in Atlanta, which
In the biggest deal of all, TCI has
federal regulations otherwise
agreed to merge with Bell Atlantic
would force it to divesL
Corp. in a venture valued at roughUnder federal rules, a company
ly $30 billion.
cannot own TV stations, newspaCable TV companies and telepers or cable TV systems in the
phone
companies are JOining forces
same market unless they are
because each has something valu"grandfathered," meaning the colocated media properties were able that the other wants.
Telephone companies have
owned by the same company bewired
virtually every household in
fore the rules went into effect.
their service area and want to
· But analysts said Cox could eideliver the wide variety of prother seek a waiver from the Federgram and information services
al Communications Commission or
controlled by the cable companies.
structure the deal In such a way
The cable operators, on the other
that it would not be deemed to
have controlling interest in the
hand, want to use their cable TV
new cable company.
wires to go into the phone business,
Southwestern Bell has been
delivering voice, data and video
holding discussions with the Bass over broad-band fiber-optic lines.
group regarding the Atlanta cable
"They are looking for geographTV system for more than a year.
ic expansion," Steven R. Yanis,
Sources said the Baby Bell was
communications analyst at Kidder,
close to an agreement to buy the
Peabody & Co., said of Southwestsystem for $1.2 billion, but the deal
ern Bell.
fell apart and Southwestern Bell
San Antonio-based Southwestlater bought the 225,000-subscribem
Bell had $7.7 billion in revenue
er Hauser systems near Washinglast
year. It provides telephone
ton for $650 million.
services
to 13 million subscribers in
The Southwestern Bell-Cox joint
venture would eontrol a total of 2.3 Texas, Oklahoma, Missouri, Kansas
and Arkansas.
million subscribers, making it the
The company also owns a 10%
third-largest cable TV operator in
share in Telefonos de Mexico.
the country behind Tele-Commuwhich provides cellular and long. mcations Inc. and Time Wamer.
distance phone services across the
· Over the last several months,

Coatlaued from 01

I tla t•c
Agrees to Buy
B1g Cable Firm
Deal with Tele-Communications
valued at more than $33 billion

~ld-e.

I C!l ..,. 13-,-3»
N•• Yo'*""'New York
In one of the largest corponte mergen In hlltory, BeD Atlutle hu
agreed to buy both Tele-Communieattou lne., the nation's largest tl·
ble television operator, and its cable programming eompuy, Liberty
Media Corp., es:eeuttves close to the negottattou said yesterday.
The deal reportedly Is valued at more thaD 133 bUUon- 823 bUUon lD
stock and $10 bWlon In asaumed
debt.
The merger would be one of
the first to take advantage of a reg. ulatory environment that has become more receptive to telephone
companies branchtng out tnto qew
businesses as a way to bring about
a nationwide communlcatloDB "suThe sheer stze and scope of the
perhighway" that would carry
deal
stunned tndustry observers
voice, video and computer data.
yesterday.
Jt would ecUpse other
Assuming that regulators do
recent media deals, tncludtng
not frown on the deal, the merged
American Telephone lc Telecompany would be well positioned
graph's plan to acquire McCaw Cel·
to explore and develop new tech·
lular for $12.6 bWlon lD atock and
nology for delivering lnnovatlve
US West's tnvestment of $2.5 bll·
programming to American homes.
llon
in Time Warner IDe.
But It Is bound to attract intense
Although telephone companies
scrutiny from the Justice Departhave begun buytng smaller cable
ment and the Federal Communicacompanies, It had hardly seemed
tions Commission.
possible that a telephone company
The new company would have
would
try to swallow a major cable
access to 42 percent of U.S. homes,
operator whole.
a figure that reflects the extraordiNor had there been any cluenary number of homes reached by
despite close scruttny lD the past
Tele-Communications, which confew weeks because of Tele-Comtrols 25 percent of the U.S. cable
television market, and by Bell At·
munications' role In the takeover
battle for Paramount Communica·
lantlc, which Is based in Phlladel·
phta and provides telephone sertiona- tbat Tele-CommunicatloDB
vice for the Middle Atlantic states.
President John C. Malone tntend·
ed to sell bla company.
It also would create a colossal
company with $80 bUUon in assets
Far from kW1ng a bid for Paraand $7.5 bHllon a year In cash flow.
mount by QVC Network Inc.,
Ranked by assets alone, it would
which Is partly owned by Liberty
be the sixth largest company on
Media, experts said the latest purthe Fortune 500 Ust of largest
chase might actually strengthen
American companies, behtnd only
that bid. because QVC would be
General Electric, General Motors,
Ford, IBM and Exxon.
BELL: Page AB CoL 1

From Pagel

that much stronger with Bell At·
lantlc's financial power behtnd it.
For Bell Atlantic's part, it has
been among the most aggressive of
the phone companies at dlveratfy.
lng into new areas. It is tnvestlng
heavHy in fiber optic and advanc·
ed digital swltchtng technology,
which will allow it to deliver a sophisticated network that has the
theoretical capabWty to let people
order whatever video entertalDment they might want.
The company Is gambltng that
It wHl not have to deal with the
current federal law that bars telephone companies from owntng ca·
ble systems in their own territory.
Bell Atlantic has already won a
federal court rullnp,in Vlrglnla tt.~

clarlng unconstitutional the law
that prohibits such crOSHwnership. The case Is beins appealed.
Even so, Ume is on Bell Atlan·
tic's side. The political sentiment
In Washington Is shifting npidly
ln response to changes in the mar·
ketplace that argue strongly for
unleashing U.S. companies to join
forces and become more competi·
tfve worldwide. There Is also growIng support to lower the legal bar·
rlers for consumers' sake to force .
competition lD the cable market.
Several people close to the talks
said Bell Atlantic will pay about
$35 a share of its own atock for
each share lD Tele-Communica·
tloDB. Bell Atlantic also will IIIUIIle
the roughly $10 bWlon in debt that
Tele-CommunlcaUoDB already carries, they P..ffded.
· ·

GTE to Install
Lines That
Carry Video
• Telecommunications:
Company calls effort its
most aggragve yet toward
an 'infonnation highway.'
By CARLA LAZZARESCHI
1--f(, -'"..3

TIMES STAFF WRITER

GTE Telephone, California's
second-biggest phone company,
said Tuesday that it will spend $80
million over the next three years to
upgrade its network to carry video
services in 16 Southern California
communities.
The program is part of a threeyear, $2•10-million nationwide effort that will bring fiber-optic
cables-capable of carrying the
next generation of video information and entertainment-to GTE
customers in 12 states.
Initially, the cables will be laid in
large rings throughout the central ·
business districts of these communities and will be available for use
by commercial customers. Resi-.
dential phone traffic may be routed ·
over the new networks, but those
consumers will not be able to
receive video signals, high-speed
data transmlSSion or other sophislJcated new services for at least a
few more years. the company said.
GTE said the fiber rings represent its most aggressive effort yet
to build a so-called information ·
highway m the communities 1t
serves in California.
Areas scheduled for the new
network include the San Gabriel
Valley, the Walnut Valley, West
Los Angeles, Long Beach, South
Bay areas of Los Angeles County,
and Seal Beach, Huntington Beach
and Westminster in Orange County.
The first of GTE's rings is already in service in the Ontario
Airport area.
Equipment for the project is
coming from American Telephone
& Telegraph and Northern Telecom.

PACIFIC TELESIS ACCELERATES BUILDING THE INFORMATION SUPERHIGHWAY
Padfic Bell will spend $16 billion in the next seven years to improve its lines and hook 5 million homes into on
"information superhighway. •
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PACIFIC BELL: Bold Fiber-Optic Proposal
From Pagel
Quiqley has bad extenatve diJ.
cUSBtons With TCI and most of the

other 400 cable TV operators in
California about joint ventures, of·
ferlng to carry their cable TV signals on its new high-capacity network. Although none agreed, "we
hope that will change," said Lowell
McAdam, general manager of PacBeU's services in the South Bay.

gence. "And whether they can
make a profit from lt ls anybody's
guess. Nobody knows what the
market ls and who wUI buy the
products. It's one of the highest·
stakes gambles this country has
seen in any industry."
PacBeU thinks the market ~
R..lonal Phone Co•,.••••
tential is enormous. Quiqley noted
-- that 12 milllon people already subBesides the cable companies, scribe to online computer services
regional telephone companies are such as Prodigy. In addition, he
rushing to install fiber-optic links. said, the number of people using
US West has announced plans to the high-speed Internet computer
bringfiberto500,000homesayear, network ls growing 10 percent a
btl·
Bell Atlantic is conducting a amall month, Americans spend
trial with a few hundred homes, lion a year on video rentals, and
and Nynex recently completed revenue from home shopping has
four tests in Brooklyn and upstate doubled in the put couple of
New York. GTE California has years. Consumers could tap into aU
been testing fiber in Thousand those services from PacBell's new
Oaks.
network
To get into the cable TV busi·
The high cost of rewtrlng the.United States- it could be as high ness it.~lf, Qulqley said, PacBell
as $500 bUlion, according to some soon will sue to overturn a proviestimates - may persuade cable sion of a 1984 law that prohibits
and telephone rivals to become al· phone companies from running
lies.
cable TV operations in the same
"It defies the imagination that territory where they offer phone
all of this spending ta going to de- service. PacBeU also might expand
velop into dupUcate, identical net· its network out of state.
''We baven't ruled anythlng
works with virtually tnflnlte capacity," said Fred Dawson, a con- out, but our fint priority ta CalUor·
sultant on cable-telephone conver· nia," Quiqley ea!d.
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PacBell Plans
Information
Superhighway
Bipartisan support for $16 billion
fiber-optic conduit into homes
By Jolua &ldaou.e
Chrollk,.

s.tf.....,,.,.

In tbe boldest move yet to
bring new information, enter·
tainmenc and telephone services
to the home, Paeifie Bell said
yesterday that it will aeeelerate
plans to rewire its California
communieatiou network.
The San Francisco-based telecommunications company will begin construction next spring in the
South Bay, u wen u parts of Los
Angeles, Orange and San Diego
counties. It will add 15,000 customers a week but will not expand to
San Francisco, Alameda or Contra
Costa counties until sometime in
199fl.
PacBeU said it will spend •16
billion in the next seven yean to
improve its lines and book 5 mil·
lion California homes to what it
calls an information superhtgb·
way. The firm will spend about MO
bilUon by 2010 to book up all 11
million of its residential and bust·
ness customers.
In the process, PacBell will
leapfrog over several other region·
a1 phone companies and cable TV
operators rushing to bring high capacity fiber-optic lines to U.S.
homes.
Thinner than strands of hair,
the glass fibers can carry virtually
unlimited amounts of information.
That will make it possible to deliv··
er thousands of video channels, in·
teracttve entertainment pro·
grams, two-way medical services
linking patients at home wltb doctors in their offices and video teleconferencing services to the home
on a single strand of fiber-optic ca-

ble.

To do that, however, PacBeU
will have to find partners to provide the programs and services. It
said it will be ready to carry cable
TV programs in 1994, advanced
phone services in 1995 and fuUy in·
teracttve video and phone services
by 1996.
PacBeU executives said it is too
early to predict what services the
company will offer and bow much
they will cost, but they promised to
pay for the new telecommunications network without railing telephone rates.
"We won't ask CaUfo~ customers to fund any part of the in·
vestment," said Sam Ginn, chief
executive of the phone company's
parent, Pacific Telesis Group. He
said that the •16 bill1on budget $5 bUllon of which will go to AT&T
for equipment- represents In in·
crease of only 30 percent over cur·
rent capital spending and that
most of the increase would come
from savings generated by operat·
ing the company more efficiently.
The California Cable Television
Association challenged that statement, saying that PacBeU wUlsubstdize construction with
bill1on
a year from phone customers. That
amount reflects bow much phone
rates should decline to reflect Pac·
BeD's lower equipment costs and
lower cost of capital since the lut
state phone rate bearing four
years ago, the trade group said.
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The state's top RepubUcan and
Democratic leaders. Governor
Pete Wilson and Assembly Speak·
er WUlie Brown, D-San Francisco,
hailed PacBeU's plan yesterday.
Wilson spoke briefly at PacBell's
Los Angeles announcement, and
Brown participated in a telephone
press conference.
"We absolutely applaud you ...
and want you know that govern·
ment in California is going to be
responsive to whatever you need,"
Brown said. Both be and WUson
said PacBeU's plan teUs the corporate world that CaUfornia is once
again a goo~ place to do business.

'They're V!I'J IKclW
PacBeU apparently bu won the
support of the state Public Ut111ties
ComD1iaaion, which regulates the
company. Phil Qutqley, PacBeU's
chief executive, briefed four of
the five PUC coDUilillioners about
his company's plana and said,
"From my penpective, they're
very excited by tbiB proposal."
Conaumer groups and cable TV.
operators said they wlll not oppose
PacBeU's plana before the PUC u
long aa the company does not
spend ratepayer money on con·
struction. They seemed unconcerned about the plan.
"I don't consider it a competi·- ttve threat," said Alan Gardner,
vice president of regulatory and legal affairs at the California Cable
TV Association.
Yet PacBeU's initial fiberoQptic __
installation in the South Bay al·
most exactly parallels the fiber-optic route being put in by Tele-Communications Inc., the largest cable
TV operator in both the Bay Area
and the country. TCI is spending
$19.8 million in the Bay Area and
$750 million throughout the coun·
try to replace couial cable with
glass fiber.
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PACIFictl BELL.
A PacifiC Telesis Compeny

FORNOV.ll RELEASE

For information, contact
Pacific Bell:
Linda healey (415) 542-4719
Craig Watts (415) 542-6864
AT&T:
Ken Croley (510) 815-8384
Blanchard Hiatt (201) 606-3467
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PACIFIC BELL INVESTS IN CALIFORNIA'S
COMMUNICATIONS SUPERHIGHWAY
&cord Breaking Multi-Billion DoUar Purchase with AT&T AMounud

lDS ANGELES - Pacific Bell announced today a 516 billion investment plan to
upgrade its core network infrastructure over the next seven years and to begin
building an integrated telecommunications information and entertainment
network providing advanced voice, data and video services.

The construction program to modernize Pacific Bell's network begins next year,
and initially focuses on parts of the San Frandsco Bay Area, Los Angeles, Orange
County and San Diego.•
More than 1.5 million homes will be hooked up to the communications
superhighway by the end of 1996, and more than 5 million homes will be
connected by the end of the decade.

In addition to providing advanced telecommunications services, the new
network will also serve as ~ platform for a hast of information providers, and
will offer telephone customers an alternative to the existing cable televisi~
~onopol)!... An integrated network is also expected. to spur the development of
new interactive consumer services in education, entertainment, government and
health care.
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:able ·TV Bills Rise Despite New Rule to Curb The"'.
.

~IGI4!d

Preu

ashington
SF CHRONICLE
Cable television rates have gone up for
any subsertbers aeross the eountry, aelrdlng to a preliminary look at a Federal
l)m.JDunieatlons Commission survey of
iO eable systems.
A full analysis of the survey is to be releas1 tomorrow at an FCC meeting.
"After we examine it, we may take correcve action," FCC Chairman James Quello
lid yesterday.
The survey results have been eagerly
waited because they are the fint compreenslve report on how cable companies repooded to rate regulations that went into
ffect last month.
By now, consumers should have received
od probably paid their fint bWs under the
.e-w rules. However, the FCC baa not approv-.

know why yeL"
ed any Increases and could order rebates.
Among the other 14 companies, partial
The FCC asked ttie top 25 cable companies
to explain pricing changes for each of their · survey results showed about 69 percent of
10 largest systems using the FCC's bench- the rates decreased and 31 percent increase<t,
·
mark pricing formulas. Those 250 systems saidQueUo.
serve about 75 percent of the 57 mt111oo cable
He said rates seemed to go up for customsubscribers in the nation.
ers who subscribed only to "basic cable," but
the survey shows that just 4 percent of all
Eleven of the 25 companies are using an subscribers take basic cable alone.
"a Ia carte" pricing system. That means conThe big issue seems to be a Ia carte pricsumers pay a certain amount for basic cable,
defined by the law as the broadcast stations ing. Since the law regulates only basic cable,
TV viewers could get for free with an anten- companies could take additional c~els
na, plus pubUc and government access cable out of their lowest price package. Previously,
channels. Each cable network channel Is basic cable may have cost 825 for 25 channels,
including 10 cable networks. Now, basic may
priced separately.
atUl be t25 but each of those cable channels
The other 14 companies offer a basic cable could be 50 cents extra.
price and group the cable network channels
''We have to find out how far up the a Ia
into ''tiers."
carte rates go. U they went up, did they go up
Rates went up among the companies ua- in compUance with the law or was there some
lng a Ia carte pricing, Quello said. "We don't creative pricing going on?" said Quello.

ENTERTAINMENT
(

Cable TV Rate lnc:reases Probed: The Federal Communications
Commission said it will investigate why one-third of cable TV
subscribers are paying higher fees in the wake of new rules
designed to cut rates. The first survey covering 8 million of the
roughly 58 million cable subscribers nationwide looked at how
cable rates have increased for about 32% of subscribers, while
dropping for about 68%. The results revealed that the average
monthly bill declined by about 8%, or $2. No figures were provided
on how much cable rates rose. To request a complaint form,
consumers may call the FCC's cable division at (202) 416-0903.

-.'

FCC Will Toughen
Rules I f Necessary
On Cable-TV Rates
,.

( '·.}1-
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By MELIS~--' 'af/ Rf!partf.'r n.f T.-f W•1.1. ~TREET Jon: 11""·

WASHINGTON' I he FecreraTCUmmu·
mcations CommiSSIOn vowed to strenl!'then
cable-teleVISIOn rate regulation 1f a surveY
fmds current standards msufficent.
.lames ~uello , the FCC's actmg chair·
man . told a congressiOnal committee that
the survey IS designed to show whether a
1on, rate reduction ordered by the agenry
1s adequate. or whether further rate roll
backs are JUStified.
"Should refinements m our rules be
shown necessary, 1 Will not hesitate to
make them to the extent the statute al·
lnws ... :\1r. Quello sa1d. noung that further
1 Jctlon probably will be left to the comm1s·
, s1on·s next chamnan. Reed Hundt. who IS
JWaiUng Senate confirmation.
~orne cable· teleVISIOn subscribers have
bePn frustrated that their monthly b11ls
havp actually mcreased smce enactmPnt of
new cable legtslauon designed to curb
rates . Those consumers have complamed
that despite the rate rollback. compames
have managed to increase thetr pnces by
domg away With special discounts. ra1smg
charges for installation. and adding chan·
nels to the basic tier of programs - a
change that allows them to charge more.
Rep. Edward Markey ID .. :'.1ass.J.
chairman of the House Energy and Com·
merce telecommunications subcomm!llee.
questioned the alleged industry tactics and
Implored the FCC to ehmmate any unJUStl·
lied billing mcreases.
.
The average IO"'r rate reduction set by
the FCC was based on rates as of Sept. 30.
1992. The new law provides that m the
future. local governments Will regulate
bas1c cable-teleVlsion semce. and the FCC
w1ll supemse rates for additiOnal pro·
grammmg, except for premium channels .
The commission 1s now surveymg the
largest 25 cable systems, which proVJde
service to 75'"'c of all subscribers. to "ascertain the true facts of cable rate adjustment ... !\tr. Quello said.
Mr. Quello predicted that the survey
will find that most of the btlling mcreases
smce the law took effect this Sept. I have
been directed to subscnbers with JUSt the
most bas1c cable package, estimated by the
mdustry to be only 6'ic of all users. Mr.
~uello testified that consumers overall
should save 51.8 billion as a result of thl'
• new legtslatJOn.
"WP behevl' that further corrective
.1rt10n. 1f warranted. should be based on
factual evtdence ratlwr than anecdolal
press accounts ur local rate complamts by
what would probably turn out to be a
mmonty of national cable subscnbers ...
:\lr. ~uello satd .
Responses to the survey are due at the
FCC by Friday, and the commission wtll
release results and recommendations after
a two-week reVJew.

uniform and a correct application, at least the first time around of
these regulations.

SENATOR RUSSELL:

Thank you.

SENATOR ROSENTHAL:

We certainly could be more helpful to locals in

terms of providing information to them and that sort of thing.
thank you very much.

O.K.,

We appreciate your coming out to the hearing.

It

has been very enlightening and informative.
Next, Sylvia Siegel.

Consumer Cable Cop.

I hope that you do to the

cable industry what you did to the utilities of this state.

SYLVIA SIEGEL:

Hey, I can't live that long.

SENATOR ROSENTHAL: ... which will require strong leg action on your
part.

MRS. SIEGEL:

I've got a new knee, I can do it.

SENATOR ROSENTHAL:

In addition to your prepared testimony I wonder if

you could add your comments to those that we expect to hear from AARP,
on the need for cable discounts for seniors and other low income
households.

MRS.

SIEGEL:

My comments were all written out for the first time in

my life, but you have preempted me.

You are a great consumer advocate,

you said a lot of what I wanted to say.
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I am very pleased that ....

SENATOR ROSENTHAL:

That's fine, we can go to the next one, shorten the

hearing ...

MRS. SIEGEL:

No, I have a few choice words.

SENATOR ROSENTHAL:

MRS. SIEGEL:

Okay, I am delighted.

Senator Rosenthal, the consumer advocate, I'm glad that

you have called these hearings.

Somebody has to take hold of what is

happening out in the field and it is all over the lot.

I don't think

you know that I spent half of each day fielding cable complaints, the
PUC which currently has no
me.

ju~isdicition

refers all cable complaints to

I spend a half a day each morning receiving and talking to people

from all over the state from El Dorado County down to the desert areas
and so on, trying to help people resolve their complaints.
My conclusion as the result of these discussions with actual
subscribers and after reading the documents that they submit to me,
copies of it that is .... is that the cable industry is arrogant, greedy
and stupid.

The most recent example of their arrogance is the article

you quoted in the Washington Post, that's unbelievable.

I believe it

'cause I hear other evidence of arrogance everyday, people are just so
surprised and shocked they have any company talk to them in the fashion
they do.

They are used to Pac Bell's treatment.

great admirer of Pac Bell

,

Although I am not a

they have their customer services down pat

and they treat their customers an awfully lot better in the competitive
market.

This cable industry better watch their P's and Q's.

In spite of the rate freeze, even the extension, cable rates have
continued to escalate.

If you follow the CPI index movement you know

that the CPI rose 2.8 percent for the 12 months ending October 31.
contrast the cable prices have increased 7.4 percent and in the last
three years cable prices have gone up more than twice as much as the
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Consumer Price Index. Now, reading that you also have to turn to the
stock pages and see what is happening to the returns the companies get.
I will tell you that there is one company in Marin County that earns a
rate of return of 50 percent.

I asked the manager, we were in a

meeting, I asked the manager what the rate of return was and she told
me, like a stupe.

And I said "Well, why don't you reduce your rates?

You can afford to do that.''

She said, "Oh no, we have other units

across the country that are losing money."

And I said, "That's not the

responsibility of these Marin ratepayers, that's the responsibility of
your stockholders."

This company subsequently is in great trouble and

you may have read in the press, I am sure that you all read the San
Francisco Chronicle or the San Francisco Examiner, that the city of
Novato has had continuing difficulties with Chambers Cable.
From the point of the protest on removal of favorite stations, like a
particular public broadcasting systems station to their refusal to
really come to agreement or deal with the broadcast stations so that
two broadcast stations are now removed -- channel 7 and 4, I think 4
was recently restored but channel 7 still isn't on the network.
Now, you have to understand in Marin County and many parts of
California, because of the terrain we absolutely need the antenna
quality of cable.

In some communities, as you know, there are

restrictions against roof antennas.

In the case of Novato as soon as

all of this hit the fan fifty-one hundred customers signed pledges that
they would pull the plug.

The leader of that group said that he

wouldn't turn them in unless he got eleven thousand signatures.

He

didn't ask me first, or I would have advised him that that was the
wrong strategy.

But anyway, they got fifty-one hundred in a very short

order of about ten days.

That's an excellent response, people are

furious, a number of people have gone out and bought satellite service.
I am working on a special plan to bring somebody in that will suprise
you and I'll let them make the announcement.

But, we certainly do need

competition, Senator, and if we get this kind of competition it will be

-

33 -

juicy and serve Chambers right.

As mentioned before, operators are

engaging in creative pricing by converting present offerings to a now
a la carte system.

Which can add up to more than the previous total

bill and of course, as far as they are concerned that removes
regulation from a la carte pricing.

That's part of the act.

If they go to a la carte pricing they don't have to regulate.

There is

no regulation, there is no regulation on the a la carte services.

In

addition, the operators have discovered things like late fees, people
in cable never heard of that and they are practically everywhere now.
They have discovered things like disconnection fees, reconnection fees,
service call charges and other means of augumenting their bottom line.
Installation rates have tripled in some instances.

These are serious

charges that the customers have to pay and oughtn't too, at least to
the degree that is being demanded now.
The practice of demanding advance payment, I don't know if that happens
in the rest of the country I think it is a terrible practice, of
demanding payment of services one month in advance is practically
universal here.

Except for one company in El Dorado that requires

payment for two months.
provide capital for them.

Imagine that they want their customer to
I think instances like that absolutely have

to be treated severely.
While we all worked hard to secure passage of the Cable Consumer
Protection and Competition Act of 1992, I was there I worked on the
members.

I worked closely with Dave Jones, who was with the National

League of Cities, and fortunately is here now and with the Association
of Counties, and we really worked for three years to get this Act
through.

And what chance did we have against the ten million dollar

P.R. pot that the cable industry put up to defeat the legislation.
we fooled them.

But

Consumers were so mad we not only got the legislation

through it went through again over the President's veto.
Now, if the cable industry is obstreperous and acting so poorly, in
terms of implementation of the Cable Act, parts of which I think are

-
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lousy but, parts of which are very good, then I think consumers may
very well get the steam up again and boy, this time it is not going to
be sweet.
I think both the FCC has really failed to carry out the intent of
Congress and it has been mentioned for the expections were that there
would be a 10 percent decrease in rates, and of course, that hasn't
happened.

Except for the affluent, those people who can afford

televisons in every room and instead of paying five and a quarter per
month now they don't have to pay for that and so on, so those people
got substantial decreases.

But the poor person who gets only basic and

they need basic in order to get broadcast, get increases from as much
as twenty to forty percent, that's awful, absolutely awful.

We have to

look at this.
It is not only the low income, a lot of seniors who are living on a
fixed income but above the poverty line definition of SSI etc. who
require that kind of information and help and money to pay for their
information services and their not going to get it unless this whole
thing is changed.
We anticipate that the purveyors will attempt to pass through
retransmission costs, not this year but next year, and that could be a
mighty hunk of change.

That would be too bad.

have settled without making any cash payments.

A lot of the operators
They settled on the

basis of offering additional channels to broadcasters to set up their
own channel

se~vices.

But, there are some hold-outs, namely Chambers

again, but there are others and I don't know what their costs will be
but those have to be mitigated.
Embedded in the rates, the current rates, all of them, are normally
disallowed rates, I'm sure, as political contributions, charitable
donations, advertising costs and so on.

Now let me tell you, not only

is the industry going around to all of the local authorities trying to
talk them out of local regulations, they're passing out checks.

-
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In San Francisco, Viacom passed out five hundred dollar checks to each
member of the Board of

S~pervisors.

The only one who returned it was

Supervisor Sue Bearman, who is leading an effort to put into effect a
program I proposed.

I don't know first hand whether that is going on

elsewhere but it certainly wouldn't suprise me.
industry and they are spreading it around.
tell what kind of

charge~

This is a very wealthy

I think tne only way we can

go into the rates is by an audit.

Furthermore, I think the cities are obligated to validate financial
information in order to be sure that they are collecting the proper
amount on a franchise fee.
Now, I think these audits ought to be preformed annually and I would
like to offer some regulatory accounting assistance to those auditors
so they know exactly what to look for and where to look for it. Normal
accounting is not the ticket.

SENATOR ROSENTHAL:

Is the PUC or the State Department of Consumer

Affairs equipped to step in to help?

MS. SIEGEL:

I'm glad that you asked that question.

The Department of

Consumer Affairs used to collect information and data.

For example, we

have no data, no enumeration of what exists in California.

There's

nobody here to do it.
There is a Paul Kagen, a private consulting firm, down on the
Peninsula.

I can't do it, I am paying for all my activities out of my

own pocket and you know, I am a retiree.

But, it certainly is proper

for the Department of Consumer Affairs, who use to collect this
information, to do it again.

Of course, they have had budget cuts, so

they can't, so we would have to augment that.

SENATOR ROSENTHAL:

What else do you think we should do?

a little bit here.

-

36 -

Let's wind up

MS. SIEGEL:

Well, let me tell you, Senator, what I am trying to do to

implement this Act.

I am working with several counties to get the

cities to form a joint powers arrangement to regulate cable on a county
basis.

We may have that in Marin County, I don't know yet.

I think

also that the cities are bewildered and are perplexed when they look at
this five hundered and forty three page document that the FCC put out
and it really isn't that complicated.

But there is a lot of

gobbly-gook here, I don't believe in their benchmark systems.

I think

that they are arrived at inaccurately and are not a good reflection of
what actually exists.

When you have eleven thousand systems in the country and you are just
tapping the largest ones that isn't a proper measure.

Now, other than

local cable, I am also recommendating that we set up a local cable T.V.
commission, authorized by local ordinance, with enforcement powers.
Thirdly, I am suggesting that the local jurisdiction establish consumer
service standards.

Even though the FCC has suggested guidelines,

they're weak and they do not prevent the locals from formulating
stronger measures.
Now, in the event that that doesn't work, and incidentally, I think the
cities do have a conflict of interest.

They are collecting a franchise

fee and they are also responsible for protecting the consumers, their
constituents.

In order to avoid that conflict I think it would be

proper for the PUC to have jurisdiciton and that would require enabling
legislation here.

In spite of the fact that the present commission is

awful, I don't know if we have a commissioner here or not and I have
not met him; if he is I'll be happy to discuss it with him.
They do have a professional staff, they do know how to look at figures
and how to gather figures and so on and how to make these
determinations.

And it seems to me that would be a proper solution.
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SENATOR ROSENTHAL:
MRS. SIEGEL:
technologies.

And finally .••.

And finally, I am concerned about the convergence of
O.K., and I don't know how you can take care of all

these things in one day.
SENATOR ROSENTHAL:
MRS. SIEGEL:

We could talk about this for a week.

We won't be here.

I'm glad to see Pac Bell is getting into the act.

they'll give the cable guys a run for their money.

oh

trying to get them to come into Novato.

Boy,

In fact, I am

I'd love it.

Finally, Senators, I think you appreciate that we need fairness in
information, as well as, everything else.
of work in this area, it is important.

I think that we need a lot

There's ten jurisdictions in

the state of California that are being sued by Viacom, because of tax
assessments.

since 1987, the local tax assessors are assessing on the

basis of current market value.

On that basis they have determined that

the cable units owe a great deal of money on their property taxes.
Viacom has appealed that.
little over a year.

That appeal has been going on now for a

In the meantime, however, the cable companies are

collecting a pro rata share of that tax assessment in each county and
it is not being put aside in an

esc~ow

account.

is huge mobility in California of customers.

And as you know there

My prediction is that

one-third of the customers who pay their tax assessments in 1992 will
not be here in 1996 when this is finally resolved.
I respectfully suggest that they be

requ~red

to put that money in an

escrow account or any funds that cannot be returned to the customer
that paid them, when Viacom loses it's case, which I am sure they're
going to lose, be put into a consumer fund to help consumers.
I am looking to you, Senator, the consumer advocate in this Senate, to
get moving 1n
. on t h'1s or we are a 11 go1ng
.
t o b e s1n
. k'1ng 1ns
. t ea d o f
swimming.
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SENATOR ROSENTHAL:
MS. SIEGEL:

Thank you very much.

Thank you.

SENATOR ROSENTHAL:

Thank you.

I'd like to welcome Senator Hughes

who's joined us.
The next panelist is Lisa Briggs, Associate Director of Utility
consumers Action Network.

I was impressed to discover that UCAN was

working with San Diego local government ·officials to explore regional
enforcement of the Cable Act by a combination of local governments.
could you expand on that effort in your testimony, and let me suggest
you not repeat information that we have

alr~ady

received.

LISA BRIGGS: Well, it's a pretty tough act to follow.

They have

managed to touch on most of the issues that I'd planned on discussing.

SENATOR ROSENTHAL:

I understand.

Do you just want to identify

yourself and sit down?

LISA BRIGGS:

Yes sir, my name is Lisa Briggs, I am the Associate

Director of Utility Consumers Action Network.

We are a San Diego

based, non-profit, advocacy group and for the past ten years we have
been watch dogging San Diego Gas and Electric, and representating
ratepayers before the Public Utilities Commission.
We have about twenty thousand members and a few years ago our members
started pushing us to

lo~k

into cable with the passage of the 1992

Cable Consumer Protection Act, we were able to bring our vision around
and take a good hard look at this industry.
pleased with what we found.
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We weren't terribly

San Diego experienced many of the same things that have been discussed
earlier, small authority's being lobbied by the major cable operators
told that regulation is a bad idea, we'll behave, just don't become
certified.

Only ten of the eighteen franchising authorities in the San

Diego area have chosen to become certified.
Sadly, Carlsbad, which Mr. Stillman mentioned earlier with Daniel's
Cablevision, has decided they will not become certified.

So those

consumers in Carlsbad who got a two-dollar and thirty some-odd cent
increase are stuck.

As far as UCAN's role in this, and working with

local government, in the past few months what we have done is consumer
outreach to notify consumers what's going on in their local franchasing
authority, getting people to the public hearings so that our local
officials know what is going on and what consumers are talking about.
Many of our local franchising authorities who have decided to certify
are trying to get the rate regulation in place so that they don't have
time to deal with the customer service issues.
its services.

UCAN has volunteered

We've sent out over a thousand F.CC form 329's.

We've

been there to answer questions on how to fill it out.
Senator Rosenthal, it's not your imagination that it is not a consumer
friendly form.

With all due respect, I've gotten questions from people

"Where do I put my name?

This thing is very confusing."

We've made a

point of being available to consumers to answer those questions and
this takes some of the heat off our local franchising authorities.
In the future we are looking forward to facilitating information and
resource sharing among the local franchising authorities.

San Diego

county has taken a real lead in this and they've already surveyed the
local franchising authorities to find out,
joint certification?"

"Is anyone interested in

''Is a joint powers authority a good idea?"

At

this point in the San Diego area not many of the cities are interested
in a joint powers authority nor are they interested in joint
regulation.
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What they are strongly interested in is sharing resources.

If the city

has a consultant that they think is especially good have that
consultant head to other areas because, they need the help.

Trying to

come up with what the State can do in this arena was the toughest part
of figuring out what I was going to say today, because in San Diego we
would like to put our local franchising authorities out of the
regulation business.

We want to see effective competition.

One of the

biggest complaints that I received from consumers is that they have no
place else to go and that there is just no choice.
With that in mind I do have a few suggestions.

First off anything the

State can do to bring competition to this arena would be greatly
appreciated.

On a broad scale that might mean loosening up regulatory

authority to get the telephone companies into the system and into the
industry.

The danger here has been shown with a lot of the mergers

between the baby bells and the larger cable operators.
is not consumer friendly if history is any guide.

A mega-monopoly

If California ends

up with their phone companies buying up local cable operators, that is
not going to be consumer friendly.
Short-range, consumers want a choice.
re-transmission debate.

This was made clear during the

A lot of people were concerned that if our

local broadcast networks were dropped they had absolutely no way of
receiving these stations.

Most of Southern Californian's live in areas

with very restricted covenants that do not allow satellite dishes or
television antennas.

So perhaps, as a short-term measure, you might

consider legislation that would make these sort of covenant
restrictions illegal or at least put the issue to a vote of the area
residents.

This would bring a certain amount of choice to the arena

before competition really takes hold.

SENATOR RUSSELL:

Why would you put another burden on the people that

have to vote on it?
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LISA BRIGGS:

Well, from what I've been hearing from people, it's a

matter of choice and they are very upset that they don't have any
choice, and this is just one option that I'm throwing out to bring a
little bit of choice to the arena.
As far as assisting local franchising autorities with rate regulation,
access to state resources and state experts is a fantastic start.

The

Public Utilities Commission already has these regulatory systems in
line and any further help the State can offer our local franchising
authorities would be very appreciated.
The Cable Act has two functions, as far as the consumers are concerned,
that is rate regulation and customer service.

The recently enacted

State Customer Standards were a step in the right direction.
can go further.

But, you

These were the minimum standards and UCAN is lobbying

our local franchising authorities to bring those standards up higher.
San Diego consumers pay a premium price and there is no reason they
shouldn't get premium service.
A suggestion for future improvements to cable service or cable customer
service concerns notice and refund of customer service deposits.

While

these deposits are supposed to be returned after one year, one local
operator will only return those deposits if asked.

Another operator

just doesn't tell the consumer and they get a bonus of HBO for a month
with no real reason for receiving it.

This customer service deposit

belongs to that customer and they are entitled to it after one year.
Abolish late charges.
protect business.

In other industries late charges are meant to

In cable they bill a month in advance so a fifty

percent late charge dosn't really help them that much in the up-coming
month.
Also protect consumer privacy.

I just received a notice from my cable

operator notifying me that my billing information, my address, what I
watch can be sold unless I call them and tell them I don't want it
-
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sold.

This shouldn't be a negative option situation.

This is customer

privacy and anything the State can do to start protecting our privacy
would be greatly appreciated.
These are just some of the things that we threw out that we have been
hearing from consumers in San Diego.
If you have any other other
questions or if you need me to focus on another area I would be more
than happy to entertain those.

SENATOR HUGHES:

You said that your cable company told you that your

numbers could be sold and was available to anyone, unless you indicate
to them that you don't want it.

LISA BRIGGS:

Yes.

SENATOR HUGHES:

Is that true state-wide of all cable companines.

we as consumers have to notify them.
that.

Do

I don't know who can best answer

I want to know on a state-wide basis.

MRS. SIEGEL:

It is hard to know Senator,

state-wide basis.

'cause there is no data on a

That's one of our great problems.

Nobody is

collecting that kind of information.

SENATOR HUGHES:

Allright, so what would happen then if I call my cable

company and say to them I don't want my number distributed.

You know,

I've said to the telephone company I don't want my number listed and I
pay for that kind of thing.

But what happens if I as a consumer call

and say that to my cable company.

I mean, will they ...

MRS. SIEGEL: It depends on the company.
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SENATOR HUGHES:
company.

... adhere to my wishes.

Oh, it depends on the

So you have a list of the good ones and the bad ones is what

you're telling me?
MRS. SIEGEL: I have a list in my head.

SENATOR ROSENTHAL:

I'm not publishing it.

We'll ask the cable representatives later on when

they come up.

SENATOR HUGHES:

Thank you.

SENATOR ROSENTHAL:

Thank you very much.

Our next panelist, I don't have his name.

Would you turn that around

so that I can see your name.
BOB HOLUB:

You don't have a sign for me.

SENATOR ROSENTHAL:

My name is Bob Holub.

Bob Holub, representative for the American

Association of Retired Persons, AARP.
Before you begin I want to thank AARP for supporting my bill SB 505,
which, in any case, was vetoed.

The bill had no opposition.

It was

merely to help companies that do offer a senior citizen discount, to at
least notify people that it's available.

The bill was intended to help

low income seniors and others apply for cable TV discounts.
With that I would like to welcome you.

You may begin your testimony

and let me just repeat not to repeat what we have already heard.
BOB HOLUB:

Thank you, Senator Rosenthal.

Bob Holub representing State

Legislative Committee, AARP, which itself represents one out of two
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people over the age of 50 in the State of California.

Corrine is here,

she is unable to speak today, but she is going to be listening and she
chairs our Utility Subcommittee.
want to thank you for SB 505.

So, she is out in the audience.

We

We continue to support the concepts

involved in that and hope that you re-introduce it the next session and
we'll continue to support it.
to sign it.

Then hopefully we can get the Governor

AARP feels that technical assistance is necessary for local governments
and we have a suggestion as far as that is concerned.

We would like to

suggest that local government require the 375 cable companies in the
state to provide rate information and operating information to a
central repository.

Whether that be the PUC, a state library, the

Secretary of State's Office or whatever, and then make that information
available to the local governments so that when a city council hears
from a cable company that they want to make a change of some
are not stuck without information.

~ort

they

They can look at the data base

information, find out what company's of similar size talents have done
and make a some-what informed decision.

Which right now is not

available.
Other than that, I am not going to take much more of your time except
to say that we will continue to follow this train in the course of the
next year or so and we appreciate your inviting us to this session.

SENATOR ROSENTHAL:

Well, then you would support a bill requiring a

cable TV discount for low income persons?

BOB HOLUB:

I don't think that the state has the authority to do that.

We would require ... we would continue to support one of the concepts
that you had last session, which is that if discounts are offered, that
they be made ... that information be made public and not kept secret.
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SENATOR ROSENTHAL: Thank you very much.
BOB HOLUB:

You're welcome.

SENATOR ROSENTHAL:
presentation.

Panelists, thank you very much for your

We will now hear ... we have a local government panel.

David Jones, representative of the League of California Cities, Susan
Herman, General Manager, Department of Communications, City of Los
Angeles, also representating the National Association of
Telecommunications Officers and Advisors, and Debra Berger, Office of
the City Attorney, City of San Diego.

DAVID JONES: Good morning, Mr. Chairman, members, I am David Jones,
representing the League of California Cities.

I thank you for the

opportunity to testify today and looking at your ambitious agenda, I
will try to be as brief as possible.
SENATOR ROSENTHAL:

I'm worried about ... YoU've heard for example that

there is a low number of local franchise authorities seeking FCC
certification to regulate rates.

As part of your testimony can you

tell us the reason for this low participation and what can be done
about it, in your opinion?

DAVID JONES:

Sure, I'll try to cover that in my remarks.

I would like

to first note from the remarks from the panelist from the FCC, she had
mentioned 215 out of 370 possible jurisidictions had certified or were
in the process of certifying for rate regulation.
I would ask the committee to note that local governments have only had
78 days to begin the certification process, so I think that to claim
that local governments have not done their job and are not in the
process of certifying may be a little premature.
The Act by most standards is a very, very new Act. September 1 was the
first day that you could apply for certification and as also mentioned
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by the FCC, there is the delay in the rate freeze.

The rate freeze is

going to continue from the extention from November 15 on to February
15. So as far as consumer protection, I think that that is still in
place and the Act is a little bit too new to draw a lot of conclusions
along those lines.
As mentioned by Silvia Siegel, cities and consumers together
enthusiastically support the Cable Act of 1992.

We were under the

premise that it would inject increased competition and provide our
consumers and the market place with innovative technology and create a
very competitive format for cities and for our consumers.
Looking at the Act as I mentioned earlier, it is a little bit early to
make a definitive assessment, but we have been able to draw a couple of
conclusions.

As mentioned on the positive side the Act moves toward

competitive technologies.
We have seen through regulatory changes, court decisions and business
arrangements, a wild blurring of lines of technological services that
are going to be available for consumers and for subscribers.

So we

have seen exactly what the Act ... we have seen the beginnings of what
the Act was really meant to do was to begin the process of injecting
competition into a monopolistic market.
The problems with the Act that we see so far, as mentioned, the
benchmarks established by the FCC clearly_need to be reexamined and
requestioned the rates to establish the benchmark?

The nationwide

average of a ·third, 31 percent going up, of cable rates going up, that
is unacceptable.

We think that the FCC needs to look at those

benchmarks and address the concern.
Two, the second problem that we see is that the Act as we intentionally
crafted it allows cable operators to add channels to tiers.

I think,

naively at the time, what we thought about was going to be on the basic
service tier for consumers, we

didn't want to preclude cable operators

from adding on any channel that might be offered in this regulated
tier.
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What we have found, however is with the benchmark added, the consumer
is charged at the per-channel price.
In essence there is nothing to
stop a cable operator from adding junk channels, fifteen home shopping
channels, whatever, to that basic tier of service.
somehow going to have to pay for that.

And the consumer is

So that is something of

concern.
Re-transmission agreements between broadcasters and cable operators;
there is some concern about how that is going to be administered when a
broadcaster gets a cable company to pay compensation for broadcasting
of a signal.

I know that the broadcasters anticipated it was going to

be a significant or possibly significant revenue to them.

I think the

cable companies were very successful in assuring it wasn't.

I think

there were, but I am not sure there was any compensation agreed to
between a broadcaster and a cable company across the country for
retransmission consent.

However, the bill does allow for costs

associated with retransmission agreements to be added to consumers
bills.

So that's something that may be of concern in the future.

The regulatory aspects as mentioned .... what the local govenments view
the regulatory aspects of this bill as modest as best, the basic level
of service we have found goes out to very few consumers.

I'll get into

that a little bit more when we talk about the survey that we did.
think everybody is in the process of doing a survey.

I

In response to

this hearing we did try to come up with some data to answer some of the
questions that the committee has posed.
The survey we put out was unscientific we will admit that.

We sent it

out to 200 jurisdictions with some questions about certification,
channel changes, channel availability, rate increases and lobbying by
cable companies to influence local jurisdictions not to certify.

And

although the results are unscientific from 200 surveys sent out we got
67 responses, forty of them were fairly complete and somewhat valid.
So with the caveat this being not scientific I will share the
information with you.

As far as rates go, pre-Cable Act rates were
-
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surveyed to be 71 cents per channel for an average of 22 channels on
the basic service tier.
channels.

It went to 66 cents per channel for 23

This works out to about approximately a 2 percent decrease

in rates from those respondents; from survey respondents that generally
represent the larger more sophisticated jurisdictions we have seen a
very slight decrease in rates.
As far as lobbying activity goes survey respondents were asked on a
scale of one to five, one very little lobbying influence, five being a
lot of influence.

The average results carne out to be a surprising 1.7

as in the cable operator did not spend an awful lot of time trying to
influence jurisdictions not to certify.
There is as Sylvia mentioned an anomaly,

(certain jurisdictions,

certain cable companies were very aggressive in their roles.
Interestingly, of particular note, TCI was cited quite often as one of
the least lobbying type of cable operators.
influence the decision.

They did not attempt to

That was kind of interesting to us.

As far as why jurisdictions are not certifying and why they have not
certified or why they are still in the process.

Generally, as

mentioned, they are generally the smaller jurisdictions that have
surfaced some complaint and some concerns.

They generally cited

costliness, anticipated costliness, complexity of regulations, the
threat of a cost-of-service analysis that might be beyond them and
overriding all of our local jurisdictions is the loss and lack of
resources in general.

As you are well aware, local governments have

taken a tremendous beating over the last several years of losing
property taxes and other things and local governments are very very
reluctant to take on any responsibilities whatsoever regardless of how
meritorious they may be.
Franchise fees, which we have always contended are rent, paid for
public rights-of-way, that issue is at issue if you certify to be a
cable regulator.

There are FCC regulations, I think supported by the

cable industry, that would say that all franchise fees should go for
rate regulation.

We vociferously disagree with that.
-
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In our opinion,

this is meant for public rights-of-way, just as we would rent to any
other private business and we would view these franchise fees as
general fund revenue and cities would use them for a wide range of
purposes.

As far as the other aspects why people cited why they were

not enthusiastic about certifying is, insufficient regulatory
authority, the thought that you would not be benefitting a whole lot of
consumers.

As mentioned, the City of Mountainview has eight

subscribers out of 13,919 that are on the basic level service tier.

So

when looking for a bang for your buck, whether you are going to certify
for basic level service where that's going to generate a lot of
consumer satisfaction, was viewed with some suspicion.

The other aspect was pretty much, as mentioned by Senator Russell, a
lot of people just don't want to do anything new and they didn't want
to get into it.
Nature of complaints received by localities: phone answering is
typically still a huge problem.

Rate increases in certain

jurisdictions, channel switching and equipment requirements and
compatabilitiy of cable ready televisions, etc.

Those were all cited

by certain jurisdictions.
As far as addressing the legislative needs and changes, I think we
continue to require or continue to advocate that there be universal
service and universal access and we have to somehow assure, either
through regulatory means or through agreements that there hot be people
left off the information superhighways.

Somebody who becomes the road

kill of the information superhighway -- we have to make sure that it is
not an underclass of consumers and constituents out there that are left
off this informational resource.
Competition, as we mentioned, we view as the answer.

Telco entry was

hotly debated and we would support telco entry if adequate safeguards
and controls are in place; and that there is a level playing field,
i.e., any restrictions or any requirements that a cable operator has to
meet, we would ask that a video providing phone company would also be
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required to meet, meaning franchise fees, PEG access channels and other
requirements for consumer satisfaction.

SENATOR ROSENTHAL:

Let me ask a question.

How serious is the problem

of local governments providing an exclusive franchise, limiting cable
competition?

DAVID JONES:

I'll let Susan Herman answer that.

SENATOR ROSENTHAL:

SUSAN HERMAN:

I can answer that right now if you would like.

SENATOR ROSENTHAL:

SUSAN HERMAN:

O.K., fine.

Identify yourself for the record, please.

I am Susan Herman, general manager of the Los Angeles

Department of Telecommunications.

I am also the past president of

NATOA, the National Association of Telecommunications Officers and
Advisers, the world's longest title.
We did a survey of our member jurisdictions of NATOA and we found that
something like almost 95 percent had non-exclusive franchises.
this covers 48 states.

And

We don't have members in Alaska at this moment,

or ... but the point is that the fact of the matter has not been
exclusive franchises.

I think it goes more to the nature of the

financing of the cable industry, the economics of bringing cable
service or any kind of communication services to a community.

In the

State of California, there are not exclusive franchises, so I think
that the whole debate about exclusivity is not the obstacle to
competition.
factors.

I think that there are economic factors and comparability

In other words, one competitor coming in providing a service
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looks a lot like the next competitor comihg in and providing the
service and so often what happens, what we have seen in the nation and
across the board, is that the big fish ultimately swallows the little
fish and then you have what is called fleeting competition as opposed
to real competition.

SENATOR ROSENTHAL:

DAVID JONES:

Thank you.

Other areas as mentioned earlier, I think, talking about

Section 53066.3 that was the anti-cherry picking element.

I think

that's an area of law that might need to be addressed -- as far as it
may be viewed as anti-competitive according to the 1992 Act -- and we
may need to have the Legislature take another look at that section to
see if we can foster some additional competition.
Fiscal assistance, as mentioned earlier, a lot of smaller jurisdictions
would welcome technical and fiscal assistance in this area, I think
there is a roll either for Consumer Affairs or PUC on that level.
Perhaps providing some sort of information database and some models to
share.
The requirement of disclosure, also the requirement of retransmission
agreement disclosures between cable operators and broadcasters.

I

think that is something that the Legislature could look into addressing
as far as a disclosure requirement for those items that would increase
bills of consumers.
In conclusion, universal

serv~ce,

access needs to be assured.

lifeline service, informational

We need a level playing field and we would

be glad to assist in statewide surveys or welcome technical assistance
from the state.

SENATOR ROSENTHAL:

Senator Russell.
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SENATOR RUSSELL:

Do you know how long it takes for cable companies to

write off costs of burying the cables in the streets, bringing it to
each house?

DAVID JONES:

To amortize that cost?

No I don't.

I'm not sure, maybe

the cable industry could get up and ...

SENATOR ROSENTHAL:

DAVID JONES:

We will ask the cable industry to respond.

I think also mentioned was the PUC role on whether or not

it would be advisable for the PUC to be the regulator of cable.

We

would disagree with that, saying that cable is a local service, and
local regulators are best suited to answer the constituents.

I don't

think your constituents are going to want to go to San Francisco to
appear before a PUC hearing based on a bill dispute.

I think as far as

we're concerned, the Act is too new to immediately throw up a game
board and shift something to the PUC as far as the regulation goes.

So

we think it would be premature for that body ...
SENATOR RUSSELL:

on that point, though, apparently the local folks are

not involved in the regulation because, as you indicated, it costs
extra money and it takes expertise and all that sort of thing, so they
kind of let everything go.

DAVID JONES:

Well, some are and some are not.

As mentioned, 215 out

of 370 are in the process of certifying to regulate.

We think that's a

pretty good number in only 78 days they could have acted, so I would
say it's premature to say that we are not going to do ... we are
encouraging our members to certify and encouraging smaller
jurisdictions to form joint partnership agreements between a number of
jurisdictions which the Act specifically encourages and allows.
-
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So,

through the mechanism ... it's a huge act, as mentioned, 500 and some odd
pages of regulations is very daunting to a local jurisdiction, maybe
when we get a little bit of a track record out there, some people have
some successful models to share, we will find that many many more
jurisdictions will successfully be certified and regulating.

So, with

that I would turn it over.

SENATOR ROSENTHAL:

Thank you very much.

Our next participant is Susan

Herman, General Manager of the Department of Communications of the City
of Los Angeles.

Also·representing the National Association of

Telecommunications Officers and Advisers (NATOA)

SUSAN HERMAN:

NATOA.

SENATOR ROSENTHAL:
testimony.

We welcome your inclusion of NATOA views in your

Maybe you can include in your testimony, with regard to Los

Angeles, as part of your testimony, whether cable customers are now
paying more for less service?
SUSAN HERMAN:

You hit my remarks right on target.

I intended to

address all those issues.
First let me thank you Senators for inviting me here today and
particularly you since you are my Senator.

And also it is a pleasure

to have our neighboring Senators here as well to the City of Los
Angeles.
Los Angeles welcomed the Cable Act.

It was welcome relief after seeing

rates increase about 119 percent on average since rate deregulation
took effect and during that same period of time the consumer price
index for the Los Angeles region only went up 29 percent so our
consumers were pretty hard-hit by that era of deregulation.

We were

heartened by the Act in part because we believed it would be an
opportunity to see rates go down in the City of Los Angeles.
-
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In fact,

during this rate freeze, which is a tremendous misnomer to call it a
rate freeze, since in fact rates were not frozen.

It was a

revenue-neutral allegedly change in rates and the structuring of
services.
What we have seen as a result during this freeze period is in fact
fewer channels for more money.
more for less.

In other words, consumers are paying

This is on average in the City of Los Angeles.

And it

is because of that that one of the things we are doing in the City of
Los Angeles is sending out the 329 forms that you held up -- but
completed in many sections to help consumers figure out how to get
through those forms.

Because, as you already know, some areas of

regulation are the City's for basic service, but in the cable
programming service area, that is an area that is under the
jurisdiction of the FCC.

But the forms are complicated.

The average

consumer does not know about what are satellite-delivered channels, for
example, and so therefore we have tried to do pre-completed forms to
assist consumers in doing that and that is something that might be a
consumer-friendly thing to do throughout the state.
We have a concern that in fact during this "rate freeze" we have seen
other abuses beyond just the matter of rates going up.

We have also

seen some negative options coming about which we have already brought
to the attention of the FCC and we hope that they will take action.
But, ultimately, I guess, what we are concerned about in the City of
Los Angeles is that consumers do have the opportunity to have all the
protections that were intended by this Congressional Act.

Not only the

customer service standards, which in Los Angeles I am proud to say are
excellent.

They exceed the national standards and they exceed them

because we have worked in partnership with our local cable operators.
And so there are some good partnership examples out there.
But we are concerned that there be equal protection for our consumers
in terms of rates as well.

From Boyle Heights to Bel Air, from watts

to Westchester, we are concerned that there be equal rate regulation
opportunity.

Yet, because the way in which the Act on the surface

appears, it is possible that four very critical communities in the City
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of Los Angeles, such as South Central Los Angeles, such as Boyle
Heights, East LA, such as Eagle Rock, won't get the same protection.
And so we have asked the FCC to particularly look at that and look at
the issue of how effective competition is defined.

Because the fact of

the matter is, there is no more meaningful competition in Bel Air than
there is in Boyle Heights.

Or Watts than there is in Westchester.

And

that's one of the issues ...

SENATOR ROSENTHAL:

Excuse me just one moment.

to cameras or television at this hearing?

SUSAN HERMAN:

Is there any objection

I'm sorry, go ahead.

Therefore, one of the first things, I have a whole list

of requests of the Senate as well as recommendations.

My first request

would be that you urge the FCC to reexamine its definitions of
effective competition and how it is going to be considering that,
particularly when it comes to what is meaningful competition.

Again,

in the City of Los Angeles, we believe and our Council has done a
unanimous resolution that there is no meaningful competition.
Therefore, the protections of rate regulation ought to apply uniformly
across the city.
The second area that we would ask your assistance is in urging the FCC
to reevaluate the benchmarks that they have established.

You already

have heard testimony to this effect this morning by Mr. Stillman, Mrs.
Siegel and others.

But we believe that the benchmarks don't get to the

monopoly rents that were intended by Congress and the initial reports
on that FCC survey showed

t~at

yes, there had been some rate decreases,

but on average those decreases, according to again the preliminary
reports, were not much more than 8 percent.

Yet, the FCC's own

studies, as well as other studies by the GAO and the Justice Department
indicate that monopoly rents could be as high as 28 percent.
Therefore, obviously even with the rate reductions that may have
occurred in some areas, it is not enough, it doesn't reflect what the
-
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Congressional intent was which was to bring it down to competitive
levels.

So we would ask you to urge the FCC to reevaluate their

benchmarks.

We would also ask you to advocate the same rate regulation

standard applied to basic cable service as it does to cable programming
services.
In the city of Los Angeles, by the way, we have received our initial
filings from our cable companies as to whether they are going to be
doing benchmark or cost-of-service.

The good news is that our

companies have come in saying benchmark, which is supposed to be the
simple process.

But that benchmark amount has gone all the way from 34

cents to $1.07.

And I am talking about jurisdictions that are right

next to each other and have very similar demographics and other
statistical facts.

So obviously there is a wide range of issues here.

Our concern is that there needs to be an even hand in the way that
regulation occurs and so therefore again we would urge that the same
method of

reg~lation,

either benchmark or cost-of-service, be applied

uniformly across all the tiers whether I regulate it or the FCC
regulates it.
In terms of this new information highway and in terms of competing
technologies, I think everyone would like the opportunity to see a
competitive environment but I think what's critical is that competitive
environment is true competition.

And in the evolving world of new

technology, there are a couple of other requests that we would make of
this committee, that you would examine.

For example, you have already

heard the urging that there be universal service requirements.

That is

critical, particularly because we are talking about a medium that may
provide tele-medicine, that may provide information to consumers about
financial matters, about other matters that are critical to their
everyday living, because it will open up government to the people and
allow people to interact with government.

Therefore, it is critical

that there be universal service and that we don't create a
communication have and have not society.

-
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Secondly, in this new environment it is critical to have affordability
of service.

In other words, at the entry level it be affordable.

Everyone may not choose to subscribe to these new technologies but when
you look, for example, in the City of Los Angeles, one cable company
has $25.00 as the entry level to the most basic service.
prohibitive to some families.

That's

And the issue again is if we are

providing these vital services and information, we have got to look at
affordability.
[Inaudible question asked here.]

SUSAN HERMAN:

That particular c·ompany is actually $26.74.

[Inaudible question asked here.)

SUSAN HERMAN:

Well, I rounded it to $25.00.

charge for the lowest level of service.

That is the monthly

You can't get in any cheaper

than that.

[Inaudible question asked here.]

SUSAN HERMAN:

Yes it is, by two times as much.

And by the way that

company has no senior citizen discounts, no low income discounts.

I am

talking about one set initial installation, I am not talking about
installation rates.

I am talking about the basic monthly service.

And, well, in Los Angeles, the City of Los Angeles, the average is less
than that although this company helps to throw the average up a little
bit.
fees.

We have companies that have $12.00, $13.00, $14.00 entry level
And the other issue is how many channels are you getting for

that too, and again, taking it to apples to apples comparison, it's a
very high entry level.

-
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Another issue that we would hope that you would explore, is the issue
of allowing consumers to choose the technology, the competitive
alternative that they want.
called Loretto.

In the state of New York, there was a case

And that decision in that case was that cable

companies as well as any other communication providers were able to go
into any apartment building or multiple dwelling unit or home -- that a
landlord could not arbitrarily deny what a tenant might choose.

But

the law also considered the fact that it was a ''taking" and therefore
there was a very nominal (in fact it is $1.00) compensation to the
landlord for that.
While I recognize that obviously there is an issue of landlord rights,
ultimately again, we are talking about very critical services and
important informational services being provided and often consumers are
locked out of choice.

They can't choose cable or they can't choose

satellite service or they definitely don't have a choice between the
two because landlords will make exclusive arrangements.

And that is

something we would hope and we believe the state could easily address.
Another area of concern is retaining the community medium that is so
uniquely cable television in these other competing technologies.

When

you look at the Pac Bell proposal for this video dial tone, it's a
lovely new fandangled sort of thing but it does not include community
programming, community participation in the medium.

And as a result,

when you look at local jurisdictions that sometimes are a long piece
away from any kind of local newspaper, local news outlet, those
communities are going to be left high and dry.

Even looking at the

large City of Los Angeles, we have two newspapers but effectively only
one that has city-wide circulation.

Therefore, communities being able

to communicate with each other is a critical component and something
that needs to be included in any new technology, new information
highway offering.

SENATOR RUSSELL:

In my area I represent Burbank.

They have -- the

Mayor of Burbank once a week comes on in a program -- is this the kind
of program you are talking about that would not be included?
-
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...

SUSAN HERMAN:

That's exactly what I am talking about.

In addition, I

know in Burbank there is also other programming where community

group~

will come and talk to whoever is watching about news and events and
cultural events and so forth happening in the community.

And again,

these new alternatives, direct broadcast satellite, video dial tone and
so forth, do not include that component.
SENATOR RUSSELL:

But how many people watch those things anyway?

They

are usually poorly done, boring, and who watches them?

SUSAN HERMAN:

Well, apparently a fair number of people and more than

you might suspect.

SENATOR RUSSELL:

I don't know if you have ever appeared on those ...

Let me make it clear that I am not referring to the

Burbank mayor.

SUSAN HERMAN:

Of course.

lt is

surp~ising,

actually.

First of all,

there is no Arbitron, no Nielsen's, to determine who is watching that.
It's one of the problems with cable except for pay-per-view events.
There is really no telling who is watching without possibly invading
privacy.

But the example can only be done with empirical evidence

which would suggest, for example, when you appear on cable and maybe
you have, the number of people that say, wow, I saw you, I heard what
you said, is far greater than if your face with your picture and a
great story on the front of the newspaper was to appear.

It certainly

has been the experience with the City of Los Angeles with our City
Council on our channel LA cityview 35.
feedback.

They have gotten far more

City departments who have advertised opportunities on that

channel have gotten far more feedback.

They all have said this

unanimously than ever before with all the printed materials.
we are going to a

vid~o

world.
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I think

Last but not least, I would urge that you look after the issue of just
compensation for use of rights of ways in this new competitive world of
technology.

Cable operators provide franchise fees to cities for use

of the rights of ways.

There are other users of the rights of ways and

i t is important that there be an even playing field and just
compensation for use of public rights of ways be a component in any way
in which we look at new technologies.

It is part of the way of evening

that playing field.
You have asked all of the speakers what can the state do and I hope I
have given a number of examples but let me in summary say that I hope
you will advocate before the FCC on behalf of your local jurisdictions
that you represent.

I would hope that you would give consumers a

choice by looking at legislation that might be akin to Loretto's case
in New York and give consumers a choice of competing technologies.
And finally, I hope that you participate with NATOA and others in
providing training and educational opportunities for local
jurisdictions.

For example, in the City of Los Angeles I have already

called some of my neighboring jurisidctions to offer help and
assistance to do joint filings and so forth.

But also to consumers

because consumers also need to be informed and to the degree that you
can also help educate consumers and share the 329 forms and so forth,
that is helpful.

SENATOR ROSENTHAL:

SENATOR RUSSELL:

Thank you very much.

Yes, Senator Russell.

Isn't the main impediment to competition the

tremendous cost of laying the cables through the streets to each house
and that's why we don't have competition?

How do you ever get over

that cost unless somebody comes in and is in the business of only
laying cables and everybody has to buy in and pay them a service fee.
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SUSAN HERMAN:

Indeed it is a very capital intensive business and you

asked the question earlier, what does it cost?

In the city of Los

Angeles it easily takes five to upwards of ten years to get a return on
that investment because it is capital intensive.

And I do believe that

that is the reason why there really has only been at best fleeting
competition.

How do you get around it?

I don't know and I think one .

of the policy issues that ultimately are going to face us all is, are
we really fighting an uphill battle.
viable here?

Is competition really something

or are we really talking about a one wire situation where

ultimately there really will not be competitors.

And maybe it is a

natural monopoly.

SENATOR RUSSELL:

Well you know, we require now gas utilities, electric

utilities to wheel power and wheel gas through somebody else's system.
Is there any feasible relationship to -- let's say Pac Bell comes in
and does this thing -- that anybody would be able to send their message
through this cable for a fee.

So the consumer could decide that they

want this, that or the other thing and that would be connected into
their home through the system.

SUSAN HERMAN:

I think that is the video dial tone model and it's

actually not far from really how cable was structured as well.

They

would be a common carrier in essence, they would be a highway to carry
any of the programmers that want to go on it.

But obviously it's a

fixed number of programmers and a consumer can't choose something
that's not already on the highway, but that's in essence what it would
be.
SENATOR RUSSELL:

Well, if enough consumers want to buy that service,

such as the Mayor of Burbank, or whatever, that would then be included
in the service, would it not?

If that's the desire of the people and

they all sign up for it, they can't live without it?
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SUSAN HERMAN:

Yes, but again, most of the ways that these are

configured is that the package of services is sort of configured and
then consumers are given choices
drive the panoply of services.

SENATOR RUSSELL:

No.

a~ong

those.

Consumers don't usually

Am I missing your point?

I think I understand but it seems to me if you

have this cable, it's just a

highw~y

apd anybody can get into the

highway, because as I understand it it's got hundreds if not thousands
of capacities that anybody wants to sell a product or a service to the
homeowner, he can get it in there and pay the fee.

And if he gets

enough people to sign up to make it profitable, then fine, he or she is
home free, but if not, then they are excluded.

But what you are saying

is that it is packaged in groups and you have to be part of that
package to get in?

SUSAN HERMAN:

Well, it's a video dial tone as I understand it as it

has been explained by Pac Bell it's going to be marketed essentially
like cable.

There is a panoply of services and you can choose whichI

ones you want.

There might be more and even ip the new expanded cable

world with the 500 channels and so forth, the digital compression,
consumers will have a lot of choice but the choice will be limited to
the field of 500 or 150 or whatever number of channels that have been
put there for them.

They won't be able to create anything above anp

beyond that per se.

SENATOR RUSSELL:

So somebody's got to encourage them to accept their

service in that package.

SUSAN HERMAN:

Right.

SENATOR ROSENTHAL:

Senator Alquist.

-
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SENATOR ALQUIST:

Years ago when cable was an infant industry and there

were a lot of Mom and Pop operations -- I suggested to some of the
industry's representatives that they would be better regulated by the
PUC than leaving it all up to the local jurisdictions.

They were

horrified at the thought saying that they couldn't stand three tiers of
regulation, that they already had two.

That we had to pass legislation

to protect them from the utilities by guaranteeing them access to the
utilities• lines and setting up maximum rates that they could be
charged for that service.

We have to protect them from the cities and

counties by setting a maximum rate that they could charge for franchise
fees or the rates that they could charge.

Now, it seems pretty

apparent to me at least that we are going to give the PUC much more
authority over the cable industry.
in Los Angeles?

Why do we really need your office

Why should there be any different regulations in the

City of Los Angeles than the San Fernando Valley or the City of

Burba~k

or Ventura or anyplace in the state?

SUSAN HERMAN:

Well, I would say that I think the needs of the City of

San Jose are very different than the needs of the City of Los Angeles
which are different from the needs of the City of Burbank.
Constituents for example in the area of customer services, even have
different demands and different needs which have a lot to do with the
local business schedules, have to do with the priorities of that
community.

I think that the state, I believe even Mr. Jones spoke to,

is too far removed.

I believe even the FCC is too far removed from

what our constituent needs and interests are.
And remember also it's the local taxpayers asset that's being used to
make these businesses a commercial success.

And so therefore I think

that the local taxpayers deserve that protection that is afforded by
local jurisdiction.

Anybody that says that cable has not done well

under local regulation only needs to look at the recent reports by the
National Cable Television Association of the tremendous growth of this
industry.

It has grown, it has flourished to the point that people
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felt that there was a need for regulation under local jurisdiction.
And also I would say I am very much aware of the state organizations
that exist where they do regulate on a state level and that number is
actually decreased.

There used to be about 13 states that did it and

now there are about 7 or 8.

And I think the reason is that those

states began to discover that in fact it was the local communities that
needed to define some of their local needs, expressly to have systems
designed to meet their needs.
I would say also that where you find state regulation, by and large,
it's in places where the state is almost as big as like the city of Los
Angeles.

In other words, there is a certain scale where that is

effective but then there gets a scale like the State of California
where I think the propositions may be different.

Now that doesn't

mean, however, that the state and local jurisdictions shouldn't work in
very close partnership to achieve what I think are very common goals:
universal service, affordability, the ability for consumers to be well
advised of their rights and their privileges with these servies and so
forth.

And that's the kind of model that I would encourage.

SENATOR ALQUIST: Well, cable is rapidly turning itself into a monopoly
in all of the major markets.
monopolistic utilities.

We dealt very successfully with the other

We built the finest telephone system in the

world without local regulation.

Local governments change so rapidly

with different City Councils coming in and County Boards of
Supervisors, and all too often they are totally unfamiliar with the
costs and they certainly have no expertise in the matter.

So I think

that that's something we are going to be taking a very careful look at.
SENATOR ROSENTHAL:

Thank you very much.

Our next witness is Debra

Berger, Office of the City Attorney, City of San Diego.

DEBRA BERGER:

Thank you.

Welcome.

I have a voice that is fading very rapidly

so I will keep it very short.

Most of what I would have liked to
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address has already been addressed by the previous speakers.
is Debra Berger.

My name

I am Deputy City Attorney with San Diego and have

just recently been assigned to help assist the City Council in our
local public utility advisory commission in understanding the Cable Act
and implementing it.
We have, as of the twelfth of this month, we are certified and have
requested the rate information from our cable companies.
cable companies within San Diego.

Two franchise areas.

We have two
We have an

outstanding RFP for competition but due to the capital-intensive nature
of the business, we only have one cable operator in each franchise
area.

Both cable operators in August changed their rates to reflect·

the benchmark methodology to reflect the change they anticipated with
the Cable Act and reduced the basic tier rate, one about 13 percent,
the other about 10 percent and then the standard rate was reduced 4 to
5 percent.

The City is not only looking at the rate issues, but we are

also looking at augmenting the customer service standards.

We notified

both cable companies that we intended to enforce the FCC's standards
and that will go into effect in January.
We have hearings that are going to be ongoing before the City Council
as well as our local Utility Advisory Commission on weekends and
evenings so that the public can participate and we can hear their
concerns and hopefully address those and perhaps additionally heighten
standards for customer service.

The sort of things that we have heard

of in San Diego in terms of problems and complaints -- we've actually
only received copies of twelve 329 1 s, which is the complaint form, but
the concerns that have already been addressed:

number one concern

appears to be late charges because they are as high as 50 percent.
And, also in our public hearing at the end of September, repetitively
what was heard that the change in the channel (which has already been
addressed) is that they enQ up with shopping channels in the basic tier
instead of the things that they really wanted.

In particular, one of

our cable companies deleted four very popular stations from the basic
tier and provided them a la carte and received numerous complaints
about that.
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Another area that's an ongoing problem is that people are frustrated
who are in apartments and condos who have exclusive agreements and
depending on the particular factual situation is whether they are
actually deemed a cable operator within the definition of the new Cable
Act as to whether there is any authority to do anything about any
changes in rates or lack of changes in rates within apartments and
condos.

The other thing that is of repetitive concern is the deletion

of radio service which of course is not covered under the 1992 Cable
Act.

But one of our cable operators has deleted providing any FM

station service to the cable lines and many people are very upset about
that.

The City is very interested in having competition come into

being and has solicited competition through our outstanding RFP for
additional cable operators but in reality it just doesn't happen.
I would also like to address the concern of Senator Alquist as to
franchising authority by local entities.

Why isn't the state a better

entity to look into these utility matters as they do with other
utilities.

I think cable is unique in that people get their gas and

their electricity and there is really no choice there.

They get the

service, they have it, and they can do with it as they will.

With

cable, there are a lot of issues that are unique to that particular
community in terms of what their needs are, what their interests are,
and are different than just a regular utility situation.
SENATOR RUSSELL:

Can you elaborate on that?

terms of what people want?

What is different in

Maybe they want the City council on TV but

what else?

DEBRA BERGER:

Well, there are a myriad of choices in terms of what

they want to see in their basic tier.

For example, low income people

are only going to be able to afford the $12.00 or $13.00 for the basic
tier and so they want to have some input as to what is in that basic
tier.
watch.

What their preferences are, what the things are that they really
It doesn't do them much good if they pay $12.00 or $13.00 for
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the basic tier and what they really want to see they have to pay extra
amounts a la carte for.

The packaging of the a la carte choices of

what's available, the timing, where they are on the channels, there are
a lot of different choices that are involved that there aren't with
electricity or gas.

You have it or you don't have it.

The City has created a Committee of the City of the Future to deal with
the convergence of technology, the hopefully increased competition and
what's going to happen within the City of San Diego and the rest of the
nation in terms of the new technology that's going to exist and what we
now have is different regulations and the different types of people
that are going to be ultimately providing the same service.

When

telco's get into this business and cables get into it and wireless and
so forth, we have to ensure that there is a level regulatory playing
field so that there is fair competition, so that you don't have cable
companies that are under one type of regulation, telephone companies
that are under a different type of regulation and print or media or
other forms of media that are .under different or no regulation.
There are many issues both legal and technological issues that need to
be addressed and this is something of great concern to the City -- to
have a cooperative effort with the federal, the state and local
agencies with the cities being able to work as co-equals with the state
and the federal government to come up with the regulatory mechanisms
that address all of these concerns and create a level playing field so
that we have real competition -- because it is competition that is
going to bring the rates down, not regulation.
Thank you.

SENATOR ROSENTHAL:
thank this panel.
operator panel.

Thank you very much.

Any questions?

I want to

We will now call the third panel with is the cable
Yanowitz, Gibbs, Gruber and Simpson.
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Let me throw out a couple of things that somebody might answer.
Questions that were asked previously, the privacy question, in terms of
what you do with my telephone number.

I would also ask that someone

give us your reaction to yesterday's Washington Post story announcing a
memo from I guess the largest cable operator in the United States,
"Cable operators take advantage of the Cable Act, raise the rates and
blame Washington."

JERRY YANOWITZ:

O.K., who is first?

I'll start, Mr. Chairman.

Jerry Yanowitz, Vice

President, federal affairs, for the California Cable Television
Association.

I want to thank you on behalf of the industry for holding

this hearing.
I think there have been a lot of changes obviously in the marketplace
since the passage of the Cable Act and I think this is an important
opportunity to begin to address those.
I would like to emphasize several points and I will be brief.

First,

as we have heard from other speakers, this regulatory enterprise, I
guess as many things in life, is not easy.

It is not easy for cable

operators, it is not easy for our customers, it is not easy for
regulators either.

To date, the Commission has issued more than 40

decisions and probably it you took the total of their text between rate
regulation, must-carry program access and the other 37 issues that have
come up, they probably run to over 1,000 pages.

It is a lot for the

cable industry to assimilate in a short period of time.
obviously a lot for you and for our customers also.

It is

And while our

customers have had to understand some of these regulations, we have
been dealing with all 40 almost simultaneously.
Not to go over too much history, but several of the previous speakers
alluded to the large rate of increase.

I'm not going to go back, I can

fight last year's political battle over, but you know in 1978 when
California -- before the federal government passed rate deregulation
we were at a time when we had 12 or 13 channels on average in the State
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of California.

We now, due to the past regulatory scheme and

deregulation of rates over the years have gone to over 40 channels.

We

have CNN, we have ESPN, we have a whole panoply of programming that we
now take for granted that wasn't here before, so I think we have to
keep that in context.
Also people talk about the increase in rates since 1984, 1986, 1988.

I

feel I should go back to the mid 70's when we were at 12 or 13 channels
and take our rate then adjusted for inflation on a per channel basis is
actually lower today than it was then.

Just a bit of history, not to

refight last year's political battle which is over because I think we
do need to go forward and see where we are today.
And I think there is a misperception, partly based on, I think as Sandy
Wilson said,

(from the FCC), partly on the basis of what's been in news

items that indeed rates have not gone down in most cases but they have
gone up which is simply not the case nationwide nor here in California.
The rate freeze, which by the time it is over, will have been in effect
at least a minimum of nine or ten months, has indeed put millions of
dollars in the pockets of cable customers.

Evidence remains very very

strong I would say that much of what Congress intended and the
Commission predicted is indeed happening.
rate

decrea~es.

The great majority have had

Here in the State of California, for example, based on

what several of our members here in California filed with the FCC -I'll just give

yo~

a few examples that are on the record.

The City of

San Francisco, for example, 3.4 percent of customers got rate
increases, they averaged 57 cents;
they averaged $3.97.

96.6 percent got rate decreases,

If you look at Pleasanton, California, 8.8

percent got rate increases averaged about $1.44, 91.2 percent got
decreases, they averaged $3.85.

So I think if you look at that and you

look at what the Commission found, you will find that overall about two
thirds of customers got rate decreases.

SENATOR ROSENTHAL:

Do you have a statewide average?

- 70 -

MR. YANOWITZ:

We have not done a survey of our members to find out

what has been the impact statewide.

I should tell you I think the

impact, if you look at what publicly-owned companies have said, like
TCI, Jones InterCable, in terms of the impact on their revenue, there
clearly has been an impact on their revenue.
and 12 to 13 percent to their revenue.

The range is between 5

So to say that this has not had

an impact on customers or cable operators is simply not true.

There

clearly ...

SENATOR ROSENTHAL:

You start off with the concept that you are too

high to begin with ... if a company is charging $26.00 over here for
example, which may in fact be too high, and ...

MR. YANOWITZ:

I think I would refer back to something David said from

the League of cities.

One of the things we need to do is let the dust

settle a little bit before rushing to judgment in terms of what's
happened.

Not one city yet has begun the process of actually

regulating.

You know, they have filed for certification, they are

getting permission from the Commission to certify.

But there has not

been one form 393 that cable operators are required to submit that has
been examined by the cities ... by a city yet that has been certified to
regulate.

There has not been one instance yet where the FCC has

examined a complaint by a cable customer or a city on tier programming.
All that is coming in the very near future.

So to say, as some have

said, that this scheme isn•t working, that rates are too high, when in
fact those responsible for regulating, both the cities and the FCC,
have not yet begun the process of regulation.

What has happened is

that rates have been frozen, customers ...

SENATOR ROSENTHAL:

Well, now, wait a second now, because we heard of a

case where you remove a channel, right, and charge for it now in
another menu.

We have heard the situation, for example, where you have
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a deposit which is supposed to come back, but all of a sudden you've
got HBO for a month and nobody told you that you could get your deposit
back.

Are those things that the cities and local governments will be

able to deal with with individual companies?

MR. YANOWITZ:
time.

I may have been out of the room, Mr. Chairman at that

Maybe someone else could address that,

John, do you want to

address that, or?

JOHN GIBBS:

I'm not familiar with the specifics but the Cable Act does

give the cities a lot of latitude in enacting customer service
protections and some regulation of that relationship between the
customer and the cable operator, so I would think in extreme situations
like that, there probably is recourse right there at the city.
MR. YANOWITZ:

One of the things the Act did envision was a move toward

a la carte pricing to give customers more choice.

The proponents of

the legislation, Congressman Markey, the chair of the Subcommittee and
others, were very strong on the idea of a la carte pricing.

One of

the major provisions of the bill, this anti-buy-through provision,
which says that a cable operator cannot force a customer to buy one
level of service, a satellite tier level of service, in order to get
HBO and Showtime, was to foster choice.

The whole effort to move

toward a la carte pricing was to say to a customer you can buy any
number of services just on a single service basis at X price is to give
customers choice so that in some cases they don't have to buy the whole
level of the tier of services if they don't want to.

There is a very

strong provision in the Cable Act which the Commission will be
implementing, I think.

The evasion provision which Sandy Wilson said,

and I think will be agressively implemented.

So to the degree that

operators may be trying to evade those provisions through a la carte
pricing, I anticipate that will be dealt with strongly by the
Commission.

But to the degree that a la carte pricing gives customers

what they want, which is more choice, and I think we are going to an
environment where cable operators and other entertainment providers
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recognize that what customers want is more choice, more control over
what they get, those provisions of the Act which require that, sort of
do move us in that direction.

SENATOR ROSENTHAL:

One of the things that I have learned a long time

ago is that you can't take something away from somebody.
problem.

That's the

You know, even in terms for example of getting onto a freeway

and riding in the X lane, you know, you can't take away a lane.
can add a lane, you can convince people that that's o.k.

You

So I think

one of the problems that you have to face is that as you take away from
the consumer a station that they have been getting and accepting on the
basic tier as originally, now has been taken away.

I think that may be

one of your problems.
MR. YANOWITZ:

Well, I'll briefly address that, maybe one of the others

in the panel might want to also.
same experience.

I think cable operators have had the

People feel very strongly about their channels.

No

matter what the channel is, each channel has a certain degree of
devoted viewership.

We found that during must-carry.

You know, we had

to drop some channels in order to put on infrequently watched channels
that are now required by law.

We obviously surveyed our customers and

dropped those channels which were the least viewed and the least
wanted.

But each of those channels had some devoted viewers.

So I

think it is a difficult marketing programming decision when you move
towards a packaged environment to an a la carte environment to make
sure you can do that in a customer-friendly way.

I think we are doing

the best we can to do that and in some cases there will be mistakes.
We will learn along the way.

SENATOR ROSENTHAL:

SENATOR RUSSELL:

Senator Russell.

It strikes me that you are on a different planet

compared with Mr. Bradley Stillman and others who have said that the
cable industry increases the price 27 percent higher than they should
-
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be or whatever, and you come up with other statistics which sound like
that's just the opposite. It's rather confusing, wouldn't you say, Mr.
Chairman?

SENATOR ROSENTHAL:

Yes.

MR. YANOWITZ: I would be glad to comment on Mr. Stillman's numbers.
The Cable Act was very clear and two factors that the FCC needed to
determine what competitive rates were.

One was where there was

competition head to head between two cable systems, of which there are
not a lot of those around the country to look at, and that's not even
enough to be statistically significant -- and the other is where there
is under 30 percent penetration.

Where less than 30 percent of the

people in the community chose to take cable.

And Congress said look,

if 70 percent of the people in the community are not taking the
service, there is obviously a competitive situation going on there that
doesn't make this a necessity in the community.

Either they get very

good off the air reception or they're getting the programming through
some other way, so the Commission looked at both of those factors.
When they looked at both those factors combined, it was not a 27
percent number.

If you looked at those small number of cases where

there was head to head competition, that average may have been 27
percent, however we believe that that number is artificially low, even
in terms of those head to head competition situations for this reason,
first very few of them.

Second, as you know, when a new business

competitor comes into a market initially, prices will go down
initially.

Sometimes very close to cost.

When someone comes in and

prices their product as a competitor very low, you will sometimes lower
your price in order to meet that cost initially.

But the rates you are

charging then may not be enough, one, to invest in future development
of plant.

It may not be _enough to invest in future programming costs,

you need a price higher than cost in order to be able to invest for the
future.

So I think as we even look at those competitive situations

down the road, we are going to ·see those prices rise in those
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competitive situations.

our competitors need to achieve a reasonable

rate of return on their capital the same way we do.

And I would say to

you in those overbuilt situations in most cases that's not going on.

SENATOR ROSENTHAL:

Thank you very much.

our next participant is John

Gibbs, Vice President, Continental Cablevision, L.A.
JOHN GIBBS:
table.

And with that introduction, my name tag jumped off the

Senator and Committee members, thank you very much for inviting

me.

SENATOR ROSENTHAL:

I understand that Continental Cablevision is

removing channels that used to be part of a package deal and charging
for them instead on an a la carte basis.

How does that affect consumer

rates?

JOHN GIBBS:
incorrect.

Senator, with all due respect, your understanding is
We actually at Continental Cablevision have not gone into a

la carte packaging.

You have also been provided with some other

incorrect information about Continental Cablevision's offers today.
Mr. Stillman -- I think Senator Russell hit it right on the head when
he suggested that Mr. Stillman may be on a different planet than we
are.

I think he may be and I think a lot of other Washington

lobbyists.

He works for the CFA, but many of those people may be on a

different planet.

SENATOR ROSENTHAL:

Let me read from an L. A. Times article, o.k?

headline was "Up to one third of Cable viewers face rate hikes".

The
But

in the article, for example, it says Continental Cable, which serves
323,000 households in and around Los Angeles has created a new cluster
with three popular channels TNT, WTBS and WGM that used to be part of
-
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its other packages.
cluster.

It is charging $1.50 per month for the new

Is that true or not true?

JOHN GIBBS:

Mr. Chairman, that would be referring to a tier of

service, not an a la carte service.

An a la carte service is when you

sell something one channel at a time and we don't do that.
SENATOR ROSENTHAL:

JOHN GIBBS:

O.K., so I misused the terminology.

Well it has become a terminology of art because that's

i~

fact one of the real important issues that is before the Federal
Communications Commission now and it's that one channel at a time
charging that Ms. Wilson was referring to earlier when she said that a
bunch of those rate surveys are being redone and reexamined based on a
la carte pricing.

SENATOR ROSENTHAL:

That is what she is referring to.

But the basic concept is that you are charging now

for something that used to be part of basic.

JOHN GIBBS:

Is that correct?

We have always charged for basic, Senator.

And, the price

of basic ...

SENATOR ROSENTHAL:

No, no, but do you hear my question?

You are now

charging $1.50 per month more for three stations in this new tier that
used to be part of the basic service that people bought.

JOHN GIBBS:

No, they didn't used to be part of basic and no, we are

not charging more for basic.

Mr. Stillman said that we charged $1.39 .

more for basic at Continental Cablevision in Los Angeles than before.
In fact, we reduced the price of basic service in all of our franchise
areas in L.A.

And so Mr. Stillman, from the beltway, somehow got our
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prices wrong in Los Angeles.

We have decreased the price of basic

service in all Continental Cablevision systems that serve L.A.

SENATOR RUSSELL:
SENATOR ROSENTHAL:

SENATOR RUSSELL:

Let me ask, on this question, Senator Rosenthal.
Yes.

If you have basic service, lets say you have 10

channels and you are charging, lets just pick a figure -- $5.00 for
that.

Now you separate three of those basic services and put them over

in a package over here.

Now you have not 10 but 7.

Do you still

charge $5.00 for the basic tier and then whatever that figure was,
$1.39 for the three separate ones?

JOHN GIBBS:
down ...

We do not and we did not do that.

SENATOR RUSSELL:
you can.

our basic price went

No, just answer the question the way I framed it if

You had 10 stations, you were charging $5.00.

You separate

three of those stations and you package them together and you offer
that as a separate thing for $1 -- whatever.
basic tier.

Now you have 7 in the

Does your basic tier rate stay the same or is it reduced

by the amount or more than the separate service?

JOHN GIBBS: It would depend if you set it at the same price or a
reduced price.

SENATOR RUSSELL:

What do you do?
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JOHN GIBBS:

We reduce it.

SENATOR RUSSELL:

In other words, the basic tier is now 7 in this

illustration, the $5.00 fee would be reduced appropriately?
JOHN GIBBS:

Yes, our basic price went from $9.85 to $8.10 or $8. and

roughly 50 cents or $8. and roughly 90 cents.

SENATOR RUSSELL:

JOHN GIBBS:

Well then if you add the new basic ...

And did not reduce from 10 to 7, but rather stayed at

th~

same roughly number because we have added channels to our basic service
in light of some of these regulations.

For example, KRCA, a foreign

language broadcaster, is now on our basic service, that didn't used to
be there.

So we stayed at roughly parity on a number of channels on

basic service and reduced the price.

SENATOR RUSSELL:

O.K., so you filled in those three channels with the

others of some sort, reduced the price of the basic service, and then
does the price of the basic service plus this new fee that Senator
Rosenthal referred to equal what used to be paid for the whole thing?

JOHN GIBBS:

Well, Senator Rosenthal was referring to a tier of service

that has taken channels from both the basic and higher tiers, but if
you add those two levels of service, then the basic and the roughly
'

$1.50 cent service, you get several more channels than you go before on
basic and have roughly within 50 cents the same price.

SENATOR RUSSELL:

O.K., thank you.

-
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JOHN GIBBS:

I think that as long as I have raised this issue of Mr.

Stillman's numbers but not quite completed the clarification -- he said
our Continental Cablevision basic prices went up $1.39 per month in
L.A.

Flat out didn't happen.

They went down.

And the number of

channels on basic is fundamentally the same and it's within that
average that Mr. Jones shared with you earlier, 21 to 23 channels is
the statewide average of channels offered on basic.

It is the range in

which we offer channels on basic for $8.10, $8.50 and $8.90.

SENATOR RUSSELL:

Would it be fair to say that Mr. Stillman took this

three program separation which you charge $1.39 and said ah ha, there's
the increase?

And didn't take into consideration the other reductions

in the total package?

JOHN GIBBS:

No, for example, in one of the franchise

went from $9.85 down to $8.10.

a~eas

the price

The three channel tier that's referred

to was only $1.50 which would have still been, if you add the $1.50 to
the $8.10 you still only have $9.60, still roughly a 25 cent reduction
in the price of that level of service which is more than was ever on
our basic before.

I think he's just wrong.

He's a great orator and it

makes good headlines but his numbers aren't right as it relates to our
company and our customers in Los Angeles.

SENATOR RUSSELL:

JOHN GIBBS:

Well you know what they say about statistics.

Yea, I think we got a good dose of it this morning.

Thank

you, Senator.
As an introduction though, perhaps more generally to Continental
Cablevision in California, I can share with you that we have 12 cable
systems.

We serve 550,000 families in California and we employ 1,500

Californians.

And we think the Cable Act has changed a great number of
-
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things as the previous people have said, I think in three fundamental
areas.
There has been a lot of restructured channel line ups, restructured
prices and there is fundamentally a new world view as it comes to cable
television. At Continental Cablevision, I am terrifically proud of how
we have risen to the challenge to deal with those changes. As it
relates to must carry and retransmission consent and the rearranged
line ups, Continental, despite being in about 75

co~munities

in

California did not have to drop one single broadcast channel due to
this retransmission consent business which we negotiated all through
the summer and we are very proud of that.
As it relates to rates, as I just showed in L.A., L.A. was not an
unusual example for us.

Frequently, we were able to reduce the price

of basic cable service in our Continental systems.

And we really do

feel that we communicated well with our customers.

He have sent three

separate mailings in the summer and fall of this year to our customers
to explain the changes that were coming, when they occurred, and
cleaning up afterwards.

We really do believe that our customers knew

what was going on and they felt good about the communications.
Although Mr. Stillman and the consumer groups I think led you astray
this morning, I think that we have a lot of common ground with what the
city representatives had to say and especially susan Herman.

And, in

fact, in Los Angeles, Continental Cablevision went into the city before
we made our rate changes under the regulations, shared with them our
plans.

We got some of their priorities and input.

Susan Herman

mentioned from L.A. that they were interested in this low price of
entry of cable television service.
We heard them, we heard them loud and clear.

And we looked at this

complicated set of regulations and wondered how we could get the price
of entry to cable television low.

Keep it low, make it lower, under

the regulations, and we succeeded.

That's a success story.

We can

find some small town in northern California and find some set of facts
and twist them a certain way and they are horror stories but the
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success stories, despite how complicated this is, are really kind of
impressive.

We are proud of that.

And I think Ms. Herman would agree

that there are a number of those good communications success stories.
Change is hard for everybody, it's hard for the industry, probably hard
for the regulators and probably hard for the consumers.

We're going to

make a bunch of mistakes, even at Continental and some consumers might
along the way and perhaps some others.
I would like to address though, a couple of the statistic things a
little bit more, because I think averages and generalizations might be
troublesome as we make some conclusions that get to policy
recommendations over time.

Ms. Herman mentioned that in this period of

time since deregulation cable prices have gone up 119 percent in L.A.
and the CPI had increased 29 percent.

While the number is probably

correct about the 119 percent, there are systems in that comparison
like our own that five or six years ago had 12, 13 or 15 fewer channels
on the comparison level of service.

And if you do, and I think Jerry

mentioned this, and if you do look at the per channel basis in fact in
L.A., cable rates have not even increased as much as inflation.
Admittedly there are a lot of opportunities to package closer to the
customer and we're trying to do that but we have increased the product
dramatically in the test period so I really would urge that we work
together to get behind some of the statistics and also resist the
temptation to look at averages or horror stories because in that
average, concept of fewer channels and more prices that was referred
to, I don't know if you are going to assume that that is accurate
enough, but it doesn't reflect the true example in our case and we are
the largest operator in L.A.

Our prices went down for basic.

there are a lot of those kinds of stories.

And

And just to sort of

complete that vein, there was a discussion about how long it takes to
return on your investment in cable TV.
well.

That's very market-specific as

For example, at Continental, we bought a bankrupt asset in L.A.

called Communicom and we now operate it and it's not bankrupt any
longer and we also built the cable television system in South Central
Los Angeles.

By any conventional measure, we don't expect a return,

unfortunately, in our south Central Los Angeles cable teleivsion
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system.

It has a growing cumulative loss and we are going to have to

reinvest to be competitive before we are able to see any return.
there will be those circumstances.

So

There have been bankrupt cable

systems like the huge one we bought in L.A.

So not all return on it.

On the other hand, there are other markets where it is a very good
business, thank you indeed, and there is a return and the number of
years that it takes to get the return will depend very much on the
marketplace.
And finally, on that set of issues, this business of competition and I
think that the industry generally likes fifteen year franchises because
in the last third of the first fifteen years after you build a cable TV
system will have seen the return come sufficiently that you can borrow
more money to reinvest in it.

So, if that's an answer to you, I think

you are looking at roughly that 10-year time frame, shorter or longer,
depending on the marketplace.
is a lot of reinvestment.

It is a

tech~ological

business so there

on average we replace converters in the

cable TV business, those are those boxes that are sort of the brains of
the system, on average every five years, some cases that's three or
four, sometimes longer.

And it's not based on these things wearing

out, it's based on technological obsolescence.

They are antiques.

We

are now addressable over two way, or this that or another thing and you
need a new box to do it.

So that's the phenomena that makes measuring

return a bit of a challenge.
I wanted to share with you Continental's response fundamentally to this
legislation though.

And it isn't to sit and figure out rates and

complain about how cities regulate, or the state and federal regulate.
We heard loud and clear the message in this legislation which was
competition is coming.
and do it successfully.

And so we have decided to get ready to compete
To that end in Los Angeles we have announced a

massive investment in our infrastructure.

In Los Angeles over the next

immediate period of time we are investing $25 million dollars in the
city and another roughly $25 million dollars outside of the City of
L.A. to bring our cable systems up to a 750 megahertz capacity.

What

that means is 80 analog video channels and another 300 digital- ,video
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channels.
A massive investment in the information -technology so that we can bill
our customers the most efficient peak load times; so that we can answer
our phones as best we can, we are investing a state of the art customer
call center.

And we are reorganizing our Los Angeles operations all

with a view of being the best customer service provider we can because
we think to compete

with Pac Bell and General Motors direct TV, is

going to mean a lot of things to us, but one competitive advantage we
think we will have is being local and great service providers.
are making the investment to get there.
a lot of people, well trained people.

So we

And we are going to do it with
In the next six months we will

hire 100 net new jobs, new people in the City of Los Angeles, all of
them with work addresses in the City of Los

SENATOR ALQUIST:

Angeles~

Pardon me a moment, before you get away from your

investment discussion.

How long do you expect it will take you to

amortize your investment?

JOHN GIBBS:

Well, um, this is an incremental investment on top of the

investment we've got so we hope to be competitive enough that we can
seek a return on the investment we've already got.

We don't know

really the future of multimedia interactive TV and the like, but we
would hope to return this investment in that ten year time frame we
talked about.

We would hope even shorter than that, but what we do

know is if we don't make the investment, Pac Bell and General Motors
direct TV and other competitors will cut into the market share we
already have and it will increase our losses.

While we are proud of

the investment, we think we are bringing television

~o

the next

generation and juicing the interactive TV evolution, we know if we
don't make the investment, we are dinosaurs.

-
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SENATOR ALQUIST:

You have a monopoly in Los Angeles or do you have

competition?

JOHN GIBBS:

Excuse me, I'm sorry.

SENATOR ALQUIST:

Is there another cable system in Los Angles that you

compete with?

JOHN GIBBS:

Our current competition in our service area is 18 crystal

clear off air broadcast TV stations.

It's why our penetration rate, in

other words our percentage of families that subscribe, is lower than
areas where you don't get much TV off air.
and video stores.

That's our big competition

But in April, 1994, Hughes General Motors direct TV

will begin marketing their product that is competing with us in Los
Angeles and obviously Pac Bell has introduced to you their plan to
build a cable TV system here in the immediate years.

So the

competition, what we think of us as more direct, right on point
competition, is imminent and to date it has not been imminent.

And I

think that is why we are really at a transforming time.

SENATOR ALQUIST:

You heard Mr. Stillman's testimony awhile ago, I

don't know if any of it registered with you.

He claims that consumers

are being overcharged by 6 billion dollars annually because of the
monopoly pricing practices and the market power of cable operators
throughout the country and he goes on to say that the rates where there
is no competition are 27.5 percent more than they are where there is
direct competition.

JOHN GIBBS:

Are these true facts?

No, I think that's why the FCC is looking deeper to get

some better facts.
with some suspicion.

I think that you have to treat those advocacy facts
I think that the point was made that maybe we
-
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don't want to rehash the Cable Act, true enough, but we have a lot of
options in my home if we want to watch television.
18 off air
broadcast channels with rabbit ears and the VCR readily available and I
don't know what our purchasing decision is ariven by but we also can
buy basic cable or expanded cable or some movie channels and the like.
So, in all those numbers, there are a whole bunch of consumer choices
going on and I think Mr. Stillman doesn't give the 60 million Americans
who choose to buy different levels and different amounts of Cable TV
much credit for their ability to make their own buying decisions.
That's regrettable but I think we have to look at the source.

I think

you would be fair to treat what I share with you with a certain amount
of cynicism and I hope that just because the name of Mr. Stillman's
client is a Ma, Apple Pie name, that you will treat him with the
appropriate degree of skepticism and cynicism as well.

MR. YANOWITZ:

I also think, Senator, that as I said, the numbers

are ...

SENATOR ROSENTHAL:
MR. YANOWITZ:

Identify yourself because this is being recorded.

Jerry Yanowitz of the California Cable TV Association.

The numers Mr. Stillman was referring to, the 27 percent, was really a
snapshot of a very small number of cable systems where there is head to
head competition.

A snap shot at one moment in time.

And it is not

what the Cable Act referred to in totality as effective competition.
So it is not the Act that, you know, if you look at the text of the
Act, it does not call for 27 percent reduction in rates.

What he has

done is look at one small component of it and said if you looked at
that one snapshot in time, with a small number of cable systems, it
could be 27 percent on average.

But that is not the language of the

statute in terms of defining what effective competition and what a fair
rate would be.

The Act talks about a reasonable rate and it has more

than one factor in that definition of what a reasonable rate is.

-
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SENATOR ALQUIST:

Well I think it is more or less a moot question

because whether you have a monopoly now or no competition, if Pacific
Telesis goes ahead with the plans they announced last week, you will
have competition and it's going to be pretty rough, I would say.

MR. YANOWITZ:
about also.
environment.

Well I think that's what Mr. Gibbs was sort of talking
We believe that we are moving into a very competitive
That there will be competition not just from direct

broadcast satellite, the Hughes GM venture, but also from MMDS which is
already very prevalent for example in the Riverside-San Bernardino
area, the telephone companies will be providing video programming in
some method in the near term future.

There is going to be competition

and as one of the representatives from the city said, that's really
what's going to drive the future of rates ahd prices in the future.
And it's not the too distant future.

A lot of what we are talking

about is the not too distant future is going to be irrelevant in terms
of rate regulation.

Because there is going to be effective

competition, there's going to multiple providers who have a significant
portion of the marketplace and that will essentially eliminate the rate
regulation provisions of the Act which will then go right to the
marketplace.
SENATOR ROSENTHAL:

I think the future probably will have competition.

What I am concerned about is how we treat consumers before that
competition is there.

SENATOR ALQUIST:

Let me ask one further question though.

I asked the local government people.

The same one

Do you see any real need for

local regulation once we turn state regulation over to the PUC?

MR. YANOWITZ:

Well, one of the things you mentioned, you stated in

your question years ago when you discussed with some people in the
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cable._industry . that .we were very . adverse to three levels of government
regulation, federal state and local.
all.

I don•t think that•s changed at

I think this Act confers a lot of regulatory authority back to

cities, it gives a lot of regulatory authority at the federal level and
to have a relatively heavy regulatory burden at the state level, I
think is something that we would, you know, not be in favor of at the
moment.

SENATOR ALQUIST:

I don•t think you need both, but it just seems to me

that the Department of Communciations in Los Angeles is just another
bureaucracy.

And I don•t think that these 200 or so local

jurisdictions that regulate cable have the expertise to deal with the
coming generation of telecommunications.

I mean, how can you say it is

a local matter, when you twist your dial and get almost any program
that is almost imaginable.

There are things that are on the drawing

board now make local regulation just totally superfluous, even a
hindrance to the industry.

Any comment?

Or you don•t see it that way.

MR. YANOWITZ: Well, I ' think as you said, it•s a rapidly chanaging
telecommunications environment.

And I think as there is convergence

between industies, as the cable industry gets into nonentertainment
services and the phone companies and others get increasingly into the
video marketplace, I think it•s an issue that•s clearly going to be
discussed by regulators and legislators and I think it is something
that will probably be internally discussed within the various
industries that are being impacted by this.

So I do see there is a

future discussion point, Senator.

SENATOR ROSENTHAL:

SENATOR HUGHES:

Senator Hughes.

As a subscriber to Continental Cable, Mr. Gibbs, I

would like to know what it is you are doing to meet the competition of
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the future for consumers because a lot of this hearing has been
questions about what is the industry doing for consumers today?

And so

even though you do have a monopoly now, it seems as though to me you
should be getting ready.

MR. GIBBS:

Tell us what you are doing to get ready.

Thank you for the question, Senator.

First of all, we

reduced our basic service price in your neighborhood from $9.85 to
$8.10 a month.

Secondly, we are making this investment in our

infrastructure improvement so that we can deliver more servics to you.
We have a philosophy about how to meet the competition which is simply
stated.

Whenever any new entertainment service, be it straight video

that you watch, or interactive video that's two-way, we want to be able
to say Continental Cablevision can deliver it.

So when Pac Bell lights

up in Los Angeles, and whistles about all this they can sell you in
these new choices, we want to be able to say, you can get it at
Continental and in fact you have been getting it for eight months, or
whatever.

When Hughes does the same thing, we want to be able to say,

you can get it here at Continental and we want to be sensitive to the
price.

Now, if Pac Bell's ratepayers for telephone can

cross-subsidize, then we'll never be price sensitive or price
competitive.

But let's say they can't.

We are borrowing our money

with long term, we've worked hard to establish a very strong credit and
bond picture that allows us to borrow money at good rates and to make
the investment first, get a revenue stream going, but to do it on a
long term enough basis that we can keep the prices low.

So we are

going to try to have more product at competitive prices and we don't
think price increases are the way to our successful future, we think
that more product is the way to our successful future.

SENATOR HUGHES:

Alright.

What do you have to offer in terms of senior

citizens discount?

MR. GIBBS:

In your neighborhood it's a $2.10 a month discount.
-
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SENATOR HUGHES:
Income?

And what are the qualifications to apply for them?

Just age?

MR. GIBBS:

Age 65.

SENATOR HUGHES:

MR. GIBBS:

Not income?

Just age, not income. Yes.

$2 and what?

$2.10 a month.

SENATOR HUGHES:

What about the interactive TV kinds of things?

What

kind of plans do you have for that?
MR. GIBBS:

O.K., we are starting now to process the upgrading of plant

so that we have 750 megahertz capacity.

What that will allow us to do

is dedicate a lot of capacity to potential for interactive TV.

You

will see digital hardware corning on line we think in the next 18 months
which will help accommodate that.

So first we build a "highway" so

that there is room for it, because if interactive TV options were
available today, we wouldn't have the space on the road for it to
travel, so we are starting right now in a very intense, hopefully less
than 24 months, hopefully a 12 month plan, to get 750 megahertz
capacity in place.

We already have been discussing with various

multimedia providers some of their products and we plan to be early in
on the launching of those things.

So, I wouldn't expect people in Los

Angeles to have to wait forever to see if it worked in Wichita before
it comes to L.A., that's not going to happen.

SENATOR HUGHES:

Do you go around and replace boxes now?

have to call in to have their boxes replaced?

-
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Or do people

MR. GIBBS:

Well, actually neither in that we feel pretty strongly that

there are going to be some people who want the interactive services or
more services and some that don't.

And that's going to be based on a

number of things, not just whether they can afford it.

But whether

they want to afford it, so we are designing our system so that if
people don't want those enhanced services, they won't have to pay for
hardware that would entitle them to do it.

So when we have more

services available that require more hardware, a different box if you
will, in their home when they order the service, only then will they
have to get that box and we will presumably come out and explain the
service and install it.

Because we have learned over the years in

cable TV, often based on clumsiness, that if you launch a service but
people aren't comfortable interfacing with it, they get a negative
impression of it early, they disconnect or they don't order the second
pay per view movie.

If they get a bad experience on the first pay for

view fight or movie, they decide pay for view doesn't work.
they don't buy more.

And then

So, we will be conscious in our roll-out that we

introduce it in a way that they like and doesn't intimidate them.

SENATOR HUGHES:

I'm concerned about a lot of senior citizens in my

district and they might have all of these nice extras that you have
because that's probably their only form of entertainment and they can't
get out to the movies or the theatre and what have you, and how much
notification do you give to people before you cut off their service?
And, what is your procedure for discontinuance of service?

MR. GIBBS:

Would that be discontinuation for nonpayment of their bill?

SENATOR HUGHES:

That's right, or because the bill is late, you know

like the utility company gives you a certain grace period to pay your
bill, do you have a grace period, if so what is it?

-
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MR. GIBBS:

We do and it's slightly different in the City of Los

Angeles by our system because we have a few systems there, but roughly
the bills become due 15 days or so after they arrive.
are late.

It depends on the system.

After that they

Sometimes there is what is called

a soft disconnect, when they are 30 days late which means that some or
all of their service is turned off at roughly the time they are getting
another reminder notice of their late payment, but we don't actually
disconnect them so all they need to do is get the payment in and we
turn it on electronically.

Typically in Los Angeles systems, its 45 to

60 days before there is a disconnection for nonpayment.

SENATOR HUGHES:

Alright, well, because of transportation problems,

many people can't get to your cable offices.

Are you going to have any

arrangements like the other utilities have with supermarkets or
something where they can go and pay their cable bills, because this is
a real hardship for many people in my community.

MR. GIBBS:

Yes it is and we have learned that as well.

And so what we

have started is a process of setting up payment stations independent of
our system offices.

We have I think 11 system offices in L.A. County,

but we also have what we call payment centers and we have got them
sometimes in drug stores, check cashing facilities, in Englewood we are
working now to set one up at the city Hall.
store locations in Englewood.

I think we have four drug

Down in Carson, I believe we have two,

so yes, we are doing that.

SENATOR HUGHES:

Alright.

How widely do you advertise these because

you know I have had people call my office and say, gee, my cable has
been shut off and I just don't have any transportation to get there,
that's the only entertainment that I have.

What do you do, advertise

in newspapers or do you just advertise through the mail.
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MR. GIBBS: We have traditionally, and we are actually fairly new in
this payment center business.

We have been doing it to date through

the bills so that when one comes on line we have an insert in the bill
that says, great news, two more places to pay your bill in Lynwood or
wherever it is.

We haven't done special newspaper advertising to

advertise that but it is a good idea.

SENATOR HUGHES:

We will probably do that.

I would suggest that you do that because, you know, I

don't care what utility it is, people getting ready to pay their bills,
nine times out of ten they don't read the inserts in their bills
because they are just concerned and uptight because they have to pay
the bill to begin with, so it's just like, get to the task, pay that
bill, not have your service cut off, and stick it in the mail.

So I

think why that is a very good idea, I would suggest that you advertise,
we have community throw-aways and those are papers that people pick up
at their local stores and what have you.

I think that would be a great

service if you could think of providing that.

MR. GIBBS:

Thank you for that suggestion.

Mr. Chairman, maybe this would be the right time to answer Senator
Hughes' earlier question about privacy notices?

There is a federal law

that requires all cable operators once a year, in writing and by mail,
to notify the customers what the policy is regarding privacy and the
like.

So that's probably why in the one jurisdiction someone got the

notice in the first place.

But substantively, in terms of what it

says, I can tell you what our Continental Cablevision policy is in your
district and throughout southern california, and that is we don't sell
our customer list to anybody.
all.

So we just don't get in the business at

So what you might see in our notice will probably read

differently than what you might see if someone else had a different
policy but I can say that it's my impression that more companies have
the same policy we have than have some other policy.
-
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It tends to be

common I believe in the industry.

SENATOR HUGHES:

Maybe you ought to expand to other jurisdictions and

give them that privilege.

SENATOR ROSENTAHL:

Let me ask another question.

It is my

understanding that you have reduced the basic rate, as you have
indicated, and that is fine.

And I guess where the confusion arises in

terms of an increase for that basic service is that you now charge for
the converter that you didn't used to charge for.

Is there a reason

for that?

MR. GIBBS:
again.

No, it sounds like you are being briefed by Mr. stillman

No customer of ours in southern California needs a converter to

get basic service.

If someone wants a converter there is an extra

charge but they don't need it to get the basic service.

SENATOR ROSENTHAL:

But if they have had a converter previously, which

was not charged for, and now they discontinue to have that converter
and you charge for it.

MR.GIBBS:

It would depend on the system.

SENATOR ROSENTHAL:

MR. GIBBS:

Is that correct?

How about you?

Yes, but we have different systems.

different fact situations.

It might have

But if they don't need a converter ...

-
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SENATOR ROSENTHAL:

If they had a converter ... if they had one before ...

they were not charged for it.

MR. GIBBS:

O.K.

SENATOR ROSENTHAL:
MR. GIBBS:

And now you charge for the converter.

But we have changed our policy so they don't need it any

longer and we wrote them and all of our customers know and our
materials that represent what our offer is share with them when a
converter is required and when it isn't.

SENATOR ROSENTHAL:

Oh, I see, so that if they had the basic service

previously and had a converter, which they didn't need I assume ...

MR. GIBBS:
just there.

Well, yea, it wasn't needed, it wasn't not needed, it was
It was just an automatic part of installation.

SENATOR ROSENTHAL:

I see.

If they just continue with the basic

service, they don't need the converter.

MR. GIBBS:

That's correct.

I'm sorry, I didn't understand your

question, yes, that's correct.

SENATOR ROSENTHAL:

One thing that I personally am concerned about, we

have a California Channel and one of the things that I am concerned
about is that in Los Angeles, since you are one of the larger providers
of cable, that we are not able to see public affairs and legislative
programs like this hearing, for example, in L.A.

Do you have any

future prospects for carrying Cal-SPAN in the future?
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MR. GIBBS:

Yes, Senator.

Yes, and thank you for the question.

We pay

for the California Channel now and we will launch the California
Channel as soon as this capacity upgrade that I referred to in
discussion with Senator Hughes is completed.

It would be on our

service now, frankly, if we had any available channels.
Now we have been able to work out with the City of Los Angeles on a
variety of occasions, that various hearings or deliberations of the
Legislature you deemed were important and through the Speaker's office
and the Council President's office, we have been able to get various
hearings on our systems on the City of Los Angeles's channel 35, and we
appreciate the city's support and assistance on that in the interim.
But as soon as this increased capacity is in place, which is very soon,
we started the project then the California Channel will be on the first
group of additions.

SENATOR ROSENTHAL:

MR. GIBBS:

Hopefully within the next year?

I would love to be done 12 months from now, that's our

internal schedule.

We are not going to commit to anything faster than

24 months as these things have a way of going awry.

SENATOR ROSENTHAL:

O.K.

But, yes.

Next presenter is Brian Gruber.

Marketing, Sacramento Cable TV.

Director of

You seem to be in the news lately.

Headlines are not favorable.

MR. GRUBER:

Yes sir, no some of them are not, sir.

SENATOR ROSENTHAL:

That's true.

It has been reported that your company is being

investigated for overcharging the economy basic customers and you might
-
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be forced to repay more than $600,000 dollars.

And reported that You

filed a lawsuit to prevent the cable commission from letting outside
companies compete with you.

MR. GRUBER:

Yes sir, we did.

SENATOR ROSENTHAL:

MR. GRUBER:

O.K., tell us about it.

Well, as the junior member of the panel here, the first

time speaking ...

MR. YANOWITZ:

MR. GRUBER:

We gave you the softball question.

Thank you.

It's my pleasure to talk to you about the home

team, Sacramento Cable, and what we are doing and how the Cable Act has
affected us.

I would like to respond to all of the specific questions

and specific issues as I am sure I will.
Just briefly, to take a couple of minutes up front in terms of talking
about how the Cable Act has affected us, Mr. ·chairman, would you like
me to address the two questions up front or take a few minutes to give
the broader picture and then address them?

SENATOR ROSENTHAL:

As long as you cover them, I don't care when you do

it.

MR. GRUBER:

I'm sure I'll have no choice.

For the last four months our company has been consumed with the
implementation of the Cable Act.

Sacramento Cable is franchised to
I
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i

I

I

serve the County of Sacramento ...

SENATOR ROSENTHAL:

Excuse me just one second.

Let me make the

announcement: following this panel, we will break for one hour and come
back for the Cable/Telephone competition panel and California Channel
panel.

So when this panel is complete, we will break for one hour for

lunch.

Sorry, go ahead ...

MR. GRUBER:

Thank you.

Competition is not new to us in Sacramento.

Virtually everything that we provide to our 211,000 customers in the
county can be received through other competitive media.

In addition,

because of the topography offering excellent reception, very few
people need Sacramento Cable for television reception.

There is an

MMDS operator offering approximately 22 channels for $19.95 per month
which is not regulated, which can charge whatever they want to.

We

have far more customers than they do because we deiiver better volume,
better service.

But anyone can get most of what we offer through other

competitive media.

And that competitive situation, Mr. Chairman, will

only, depending on whether you are the cable operator or the customer,
get better or worse.

Next year as was discussed earlier, with about

one billion dollars in capitalization, direct TV will launch, which
will deliver virtually all of the cable satellite programming that we
offer.

Pac Tel, again as was discussed earlier, has announced a 15

billion dollar operation to build a broad band cable network or hybrid
network throughout the marketplace, so competition is not something new
to us.
We are about to complete a 200 mile fiberoptic upgrade project which
will be followed by an electronic upgrade to provide a vast expansion
of services to our customers.

In terms of some of the specifics, a lot

of numbers have been bandied about as to who is paying for what and
what kind of obfuscation of charges there has been.
you in a very straightforward way.
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I will give it to

We sent out a series of mailers as
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Mr. Gibbs mentioned they did in Los Angeles with Continental, to
provide our customers with as thorough communications information as
possible.

In addition to three mailers, we have a 30-minute

infomercial that we update weekly. We had a series of newspaper ads
and basically what happened to our rates was as follows:
We didn't believe that we needed the Cable Act or regulation.

A year

ago our rate increase was 4.7 percent, we were providing 52 channels of

service for $22.00 which we think is a fantastic value.

The new rate

is $20.23.

I think some

A drop of $1.77 for the full basic package.

of the issues that we are talking about here relate to what the FCC was
trying to get at with the benchmarks as opposed to what some regulators
and some in the press claimed that they were trying to get at.

There

were some unrealistic expectations on the part of a lot of our
customers, that their bills would come down dramatically and in fact
what the Cable Act asks us to do is to change the way that we charge
for services.

For example, we had through no government insistence or

regulation, we had an economy basic service which we call limited basic
service, 27 channels, a terrific package of services, for $10.00.
Before regulation we were able to subsidize that and provide that level
of rate and level of product.
cents.

After the Cable Act, we raised that 50

The amount of that $10.50 charge is exactly what the benchmark

that the FCC has instituted calls for.

We don't decide how much to

charge, there is a specific benchmark formula on a per-channel basis.
So, our economy basic service did go up 50 cents which we think is
still not a lot, we think it's still a great value, but the full basic
amount did go down $1.77.
Another example of that issue is before, we did not charge for
converters because we as a cable operator opted instead to charge for
those who wanted access to remote control capability.

And the thinking

there was, if someone really needs a converter to get all the channels,
lets not charge them for it.

Instead, if someone wants the option of

remote control capability, we'll charge them $3.75.

Now our remote

cost through the Cable Act is down from $3.75 to 33 cents because the
benchmarks suggest that we should charge based on the cost of our
-
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equipment, so now we have a $2.10 converter charge where we had no
converter charge before, a 33 cent remote charge where before the
charge for both units was $3.75, and before someone who had a converter
was not charged for the converter if they didn't want remote
capability.
In terms of the senior discount issue, we do not provide a senior
discount, instead our strategy is to provide a base level of service
that has all the broadcast channels, that has all public affairs type
programming on it, such as the California Channel, C-Span and our 7
local access channels required by our local franchising authorities,
multi-lingual programming, such as the International Channel and
Telemundo and several other channels as well.
We believe that a single 25-year-old mother with two children is
struggling to get along should have a low cost access opportunity as
much as a senior living in Fair Oaks so we provide that economy basic
level of service for all of our customers.
In terms of some of the other issues, there were some claims here that
magically since the Cable Act was enacted, cable customer service
remarkably in the last two months has become far better.

We are very

proud of our service record and the executive director of our local
cable commission, Richard Esposto, on a number of occasions, both
publicly and privately, has praised us for the quality of our service.
The first six months of this year, for example, our average amount of
time it took to get through to customer service was 30 seconds.

In the

last couple of months, if any of you have tried to call in, that number
has jumped quite a bit.

And the reason is two-fold.

One is that last

month, in the month of october in our one cable system, we handled,

these are not call attempts but these are completed customer service
transactions, we handled 236,157 customer transactions.

Through the

enactment of the Cable Act, our business has been turned inside out
with such a confusing, often conflicting, often anti-consumer set of
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regulations, that our customers are absolutely confused by the whole
program.
Again, we sent out a number of mailers but also after we sent out
mailers and customers basically understand, before I didn't need a
converter, now I do, where do I need to get one, we had nine converter
distribution centers.

We went out to any customers home who wanted a

converter installed at no charge and hooked up their converter.
Afterwards there were front page stories in the Sacramento Bee with
some very provocative statements by the executive director of our local
cable commission about how the world was coming to an end.

And then,

some of our customers started calling us suddenly wondering, gee, it
seems like my rates are going down, my additional outlets are free, my
remote charge went down $3.00.
you guys trying to do here.

There must be something wrong, what are

And the phones absolutely exploded to the

point where one day soon after the Bee article, we had 100,000
telephone call attempts in one day.

So basically, in conclusion, the

Cable Act has absolutely overwhelmed our operation to the point where
as the director of marketing and myself, I can speak for my other peers
in the Cable system, we spend very little time these days, Mr.
Chairman, talking about programming, technology and customer service.
Our day to day affairs are focused on legal and regulatory issues and
very little on what to do for our customers.
In terms of the specific issues you brought up, those are excellent
illustrations for us of what some of our problems are.

There was a

must-carry rule which we as Jerry said, we're not here to redebate the
Act.

Of course we don't like the must carry rule, but the must carry

rule which could have ended up in the worst telecommunications train
wreck in the history of television if broadcast stations were dropped
on October 6th.

But basically, that rule said, any local broadcaster

can ask for carriage or they can just say, send us a bill for this
amount of money and if we don't pay them, then we have to drop their
signal on October 6th.

Speaking up for the Novato cable system that

Ms. Siegel discussed after she called us something ... ! guess, arrogant,
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greedy and stupid was the phrase that she used.

The Novato cable

system I believe was the only cable system in the Bay area that had to
drop broadcast signals because those broadcasters decided once they cut
their deals with companies putting on ESPN-2 and new NBC channels,
etc., then that cable system did not have the capacity to put on
additional channels.

They wanted to keep that programming on but

instead, the local broadcasters took away those rights to have that
programming on.
In Sacramento we had a different situation.

In late July the FCC in an

incredible bit of public policy decided that home shopping broadcast
stations deserved federal protection and deserved must carry status.
In Sacramento, that means that two home shopping stations on Sacramento
Cable are not enough to serve the public interest, instead we have to
add not only Home Shopping Network's second channel, channel 29 in
sacramento, but also channel 64 in Stockton, a fourth home shopping
station, not even in this metro area but in the market which is the
home shopping network's Spree channel, which is the liquidation channel
for programming that cannot be sold on the other home shopping
stations.

We therefore had to scramble to serve our customers in the

best way that we could and because we fill all of our channels with
quality programming, we had to drop two channels to accommodate them.
That's not all we had to do.

You did not need a ... our system was

scrambled when it was originally built.

We unscrambled it several

years ago, the basic services, to provide more equipment compatibility
for our customers.
Because of the anti-buy-through provision of the Cable Act, we
rescrambled our basic signals and if you like we can spend some time
with that, at your request.

Channel 29, the Home Shopping station

decided not only did they want access to our 211,000 customers, but we
pleaded with them to allow us to put them on a lower channel, such as
Channel 22, so that it can pass through to all economy basic customers.
Instead, no we want to stay on channel 29 or give us channel 4 which
was unreasonable and we rejected the request.

Therefore, anyone who

had a trap, which is a metal filter which blocks out channels above 26,
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anyone who had that trap on their system, would have to have the trap
removed to get Channel 29.

So we had spent in the last two months

approximately three quarters of a million dollars in labor costs and in
depreciation costs on hardware that we have to throw out now to pull
20,000 traps out of our customers homes.

At that time, the cable

commission said in an informal attempt at resolution, we talked to them
about what our plan was, give them the maps and thought the matter was
resolved but they came back to us and said, well, your customers are
not getting these two or three home shopping channels.

This

constitutes an outage, so even though they are losing on a prorated
basis, assuming, Mr. Chairman, that these home shopping channels are
worth anything, we were giving them a prorated credit of approximately
$1.17, I don't have the exact figure, give or take a few pennies.

We

are not only going to credit them for the time they have lost those
valued channels, but also if they missed the channels for one day in a
month, we would credit them for two full months.

Well, the Cable

Commission in an example of overreaching regulation and what federal
and local regulation can •.. how they can interact ..• they decided that
losing those channels is not $1.75 in credit, it represents an outage
and we have a generous outage credit, so instead of giving ten or
twenty thousand dollars in credits, we should give people credits worth
600,000 dollars which is actually many times their monthly cable bill.
Again, I can talk more about that if you like.
issue.
The other one, which was addressed.

That was that specific

There is a state law on the books

which does not allow an overbuilt cable operator to come in and
redline, just pick a high income area, skim the cream off the top and
not serve lower income areas.

And there was a company, Cable America,

I believe is the name, which came in and decided they were going to do
exactly that and our attorney's view was that it was in direct
violation of state law.

They were going to redline by just going into

Rancho Cordova, only competing with us in an area where they didn't
have the same access and other types of public service requirements we
had.

And therefore we did sue the cable commission because we believed

they were violating state law.

If they were not violating state law,
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then we will lose the suit.

If they are and this company indeed is

redlining, then presumably we will win the suit.

SENATOR ROSENTHAL:

Thank you very much.

And our final panelist, Lyn

Simpson, Vice President, Sun Country Cable in Pleasanton.
Some small cable operators have expressed concern about the pressure
being placed on local government officials to seek FCC certification to
regulate the basic rates.

I have the reverse concern.

I am worried

about cable operators pressuring locals to avoid FCC accreditation.
Will you please comment on this in your testimony.

LYN SIMPSON:

I will.

I will incorporate that with my testimony.

I

would like to tell you a little bit about our company, particularly
since Senator Alquist talked about the Ma and Pa companies that used to
be in this state.

Forgive my back, I am really uncomfortable talking

in this way.

SENATOR ROSENTHAL:

MS. SIMPSON:

That's alright.

My business partner Dave Kinley and I, started our

company, Sun Country Cable around the dining room table in 1985.

His

wife, Marlene, is a partner in the company and those of you who have
heard me speak before have heard this little anecdote but when they
came over for dinner, Dave always leans back and says I feel like I am
eating at my desk.
To support ourselves until we could begin to buy some cable systems, we
did consulting and as part of that, we consulted for more than 20
California cities.

I thought at the time it was a great education in

learning how we can work together rather than being
other all of the time.
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~t

odds with each

We presently have 20 cable television systems in Washington, Oregon and
California. We serve a grand total of 11,000 customers. Two of our
biggest systems are here in California. We built the system in Los
Altos Hills in 1990 and there we now have 1,044 customers.
nearly 2 million dollars to build the system.
up in the foothills near Yosemite.
there were 1,370 customers.

We spent

We also serve Groveland,

When we bought the system there,

We have almost doubled the amount of

programming that's available there and we now have 1,755 customers.
And that is our largest system.
The Cable Act affects us in profoundly fundamental ways.

There has

been some discussion here about how cities can .ban together to certify
and to regulate.

I have to tell you that I greet with horror the idea

of our cities certifying.

Not just because of what it will cost them

and what is involved on their behalf, the idea of coping with from our
perspective 1,100 pages of regulations, including 540 pages just
devoted to rate regulation.
rates.

I believe that we charge reasonable

basi~

I don't know that all of our customers think so, but when we

remind them of what we have done with our system since we bought them
or built them, or there was no cable there before we came, or a company
like ours came, when you pencil it all out, our rates are reasonable.
I don't fear rate regulation in terms of what I can charge.
the hell out of me in

te~ms

with 1,100 pages of rules.

of what is involved to work with anyone
That the size of two urban phone books.

don't have the resources either to cope with that.
are dealing with.

It scares
We

And that's what we

In one of our cities in California, the City Manager

told me recently that he is under a lot of pressure to certify because
all the surrounding communities have done so.

The fact that he is

happy, that the City Counsel is happy, with our service, they
understand the basis for our rates, they understand why they are what
they are, they understand they wouldn't have cable service if it
weren't for us, but they are under pressure to certify, to engage in
that activity.

And, you know, I started calling that certification by

peer pressure.

If it ain't broke, we don't need to fix it.

how we are dealing with this,

a~d

And that's

that's .why we are dealing with it in
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that way.

We are the other cable operator in the Bay Area who has not

reached an agreement to carry one network station.
operate in three states.

As I told you, we

I personally had to deal with 62 broadcast

stations and seven television markets. As Brian said, that's occupied
most of my time for the last two months.
As I understand it, Congress felt that there was some danger that the
cable industry was putting free TV out of business and so
retransmission consent and must carry were enacted to protect free TV.
Most of the major networks decided that what they would like to do was
launch second stations.

And so, in the Bay Area, all four of the major

networks came to us with the proposal that we launch second stations in
exchange for their consent.

I told them what I told all 62.

expensive to launch stations.

None of this appears magically.

It is
When

you have 1,000 customers to pay for the capital cost to launch
channels, it is a significant amount of money.

It is $3,000 a channel

just for the capital to put on one of these channels.

And it's $3,000

whether you have 1,000 customers, 10,000 customers or 100,000
customers.

I had four network stations who wanted second channels,

that's $12,000.
I had four must-carry's that are not presently carried that I have to
launch.

That equipment cost is $5,500 dollars.

So we are looking at a

$19,000 investment for something that our customers didn't have to pay
for before, all in the name of free TV.
Now what I told all of these broadcasters was, if you want us to launch
a second channel, you pay for the equipment, I can't ask my customers
to do that, or waive the retransmission consent fees for the existing
channels.

Because our systems are so small our customers cannot absorb

the additional costs.

All of them agreed to that except one.

KGO, Channel 7, San Francisco.
they wanted us to carry ESPN-2.
ESPN.

That was

They were having none of it because
Now, ABC Cap Cities owns both KGO and

They had come to us a year ago saying we want you to carry a

second ESPN channel.

Are you interested?

We and most of the rest of

the industry said no.

Now they are back.

In exchange for continuing
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to carry KGO, we will add ESPN or we will pay them twenty cents per
subscriber per month to continue carrying KGO.
All the rest said, you are right, you are small, we will pay for the
equipment or waive the fees.

But they put most favored nation clauses

in their contracts, so if I pay one, I have to pay them all.
off on October 6th.

KGO went

Chambers got all of the heat, very little light.

Fortunately, we also carry ABC from San Jose so people are not
completely without ABC programming.

But I didn't feel, and I discussed

this at length with the counsel and we had people in the audience who
understood the dilemma of my making judgments based on the Cable Act
that was going to cost my customers $19,000 out the door.
In Groveland, we are removing two current services in order to carry
two more must-carries that were not presently carried.
no one ever asked.

And for which

So now we are spending money for something that

isn't going to please our customers and most of the time they don't
understand whose to blame.

They think it's their terrible cable

company screwing up again.

I hate these choices.

Cap Cities I could spit bullets.
of protecting free TV.
a small business.

I am so mad at ABC

It makes me crazy.

All in the name

My company is in dire financial straits, we are

I can't deal with ABC Cap Cities and you know what,

I think I am in a good deal more jeopardy than they are.
To sort of summarize, being a small business, let alone a small cable
operator, is an extremely difficult proposition these days and it's
even harder in California.

It's very expensive to do business here.

We just moved into smaller offices across town.

It cost $1,000 to get

Pacific Bell to throw the switch so we could have phone service on the
other side of town.

Our worker's comp. is horrendous.

Paying for

health benefits for our employees that we want to do and we have always
done, is horrendous.

Trying to deal with 1,100 pages of cable

regulation is monstrous and I sit here and you can tell I am emotional
about it, I don't know that our company is going to make it.

And, if

companies like ours don't make it, I don't know who is going to provide
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these services to small towns and rural areas.
weren't for us, they wouldn't have it now.
superhighway, who is going to do that.
It's an immense problem.

us.

If it

The electronic

How are we going to pay for it?

I think the Cable Act isn't particularly good

for the entire cable industry.
development.

I really don't.

I think it is going to inhibit

I think for companies like ours, it can mean the end of

And if we are not there, I don't know who will be.

I thank you for listening.

SENATOR ROSENTHAL:

It's helpful just at least to talk.

Thank you very much.

We appreciate your testimony.

We will now break and we will start again promptly at 2:00 o'clock.

SENATOR ROSENTHAL:

Good afternoon.

We now have the continuation of

our panels -- we have a panel dealing with Cable/Telephone Competition.
Our first panelist is Steve Harris, Vice President of Pacific Bell
Information Services.
And first of all, I want to thank you for making the $16 billion dollar
announcement just prior to this hearing.

STEVE HARRIS:

We talked with your staff, Senator, in order to get the

timing down.

SENATOR ROSENTHAL:

Now we've got more to talk about than just Bell

Atlantic and TCI.

As part of your testimony, can you please convince us that we should
not be concerned about Pac Bell raising telephone rates to subsidize
competition with the cable industry?
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MR. HARRIS:

Yes.

SENATOR ROSENTHAL:

MR. HARRIS:

Very good, proceed.

Thank you Senator.

three areas.

What I wanted to address today was

One, talk briefly about the background of public policy,

particularly public policy as it affects telephone company entry into
cable television.

Second, talk about what we are doing, in terms of

current issues around changing that policy.

And third, talk about what

we are doing to actually provide competition in the marketplace.

We

have heard a lot about competition this morning, most of it was
theoretical and we hope to start to make it real.
As Sandy Wilson talked about this morning, there is a long history of
cable regulation at the FCC.

Similarly there is a long history of

telephone companies being excluded from providing cable service.
that prohibition goes back over 20 years.

And

And those rules continue.

In addition to the federal Cable Act, FCC rules still prohibit our
entry into the cable television business.
The 1984 federal Act was built on those original FCC rules and

define~

what we are allowed to do currently and that is primarily what we now
call interactive services.
been excluded.

But in terms of broadcast video, we have

In the 1992 Cable Act that prohibition was continued .

despite changed circumstances.

The key findings of Congress at that

point were the cable companies had and were exercising market power,
monopoly power, if you will, in local video distribution markets.

The

primary solution was a fairly extensive reregulation scheme by the FCC
and local government authorities for rates and services and you have
heard the implications of that this morning.

And, importantly from our

perspective, the exclusion of telephone companies was continued.

At

the same time, over the last few years, the FCC has developed what they
call video dial tone and basically that is a definitional effort to
define cable service under federal statute and to clarify the scope of
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what we are permitted to do.

And to say that we can do certain things

that are related to cable service as long as we do those with
safeguards, it says we can provide facilities over which cable service
is provided.

We could do that for a long time under what's called

channel service.

We can provide ancillary services, including billing,

consulting, marketing of cable services,_ sales functions, but the key
exclusion remains.

We are not allowed to provide programming, pricing

or get involved in the choice of what customers can or cannot see and
that's really the heart of the business.

SENATOR ROSENTHAL:

As I recall, my recollection is that you were

reluctant to invest in this video cabability.

Since the beginning, you

didn't just want to be the line but you wanted to provide programming.
Are you gambling that it's going to be changed so that you can provide
programming?
MR. HARRIS:

Well, we figure it will be changed, Senator.

that I would say we are gambling on it.

I don't know

The reason that we made the

announcement that we did last week was driven in large part by the
arrangement we struck with AT&T that enabled us to provide this new
network capability at a lower price than had been previously available
in the market.

So the economics have improved for us.

And we are able

to go forward on a different basis than we had planned before.

But I

think if you look at the way the cable market is evolving, access to
programming remains a critical, critical factor.

That is why you see

this feeding frenzy around Paramount that is going on.

And we are not

in that, and as far as I know, we are not about to get into that
particular battle.

But being able to ensure that you have cable

programming to carry over your network is the heart of the cable
television business and it is one from which we are currently excluded
and we would like to change.
The changes that we have talked about in the industry are really what
drive us to support those kinds of policy changes.

Be they in terms of

federal legislation, and I know you are familiar with a pending bill in
the House of Representatives in Washington, H.R. 1504, which would
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allow us into programming.
legislation.

And, we certainly support that piece of

There are other discussions Congressman Markey and others

are working to allow us into programming under a specific set of
safeguards, including separate subsidiaries for programming activities;
and that's basically the model that we expect to be enacted.
But we think that public policy needs to reflect the changing industry.
The industry is changing faster than public policy really has been able
to deal with.

If all the deals that are being talked about go through,

be it Bell Atlantic and TCI, or the latest rumor which is Southwestern
Bell and Cox Cable, 40 percent of California's cable customers will
receive cable service from affiliates of Regional Bell Operating
Companies (RBOC's).

That's without what we do in the market, but its

other regional bell operating companies bringing their affiliates and
their dollars into California.
SENATOR ROSENTHAL:

Is there a reason, for example, why the other Bell

companies have sought to join together with, buy out cable companies,
as an approach?

MR. HARRIS:

Most of the deals that you see in our alliances are not

buy outs Bell Atlantic-TCI is an exception, but the bulk have been the
strategic relationships, investments, and so on, and the main focus we
believe is to secure access to some quality programming that these
other companies provide.

Viacom is at least as much a programming

company as it is a cable operator.

Same for Time Warner.

So, if you

look at those kinds of deals, we believe the access to programming is
really critical.

And, we would like to do the same thing.

We

certainly do not exclude the possiblity of us striking a similar sort
of deal in the future.

But, as we announced last week, our focus is

California first.
The other things we are doing, if I could just mention them.

Bell

Atlantic successfully pursued a challenge to the Cable Act claiming it
is unconstitutional under the First Amendment.
being appealed.

And that ruling is now

But we are going to be pursuing something similar here
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in California.

We don't think the First Amendment only applies in

Virginia.
Let me talk about what we are going to do to make competition viable in
the cable market in California.

SENATOR ROSENTHAL:

SENATOR RUSSELL:
MR. HARRIS:

~es

sir?

Senator Russell.

[Inaudible ... ]

What we are going to do Senator is we are going to build

over time a new distribution network to connect the homes and small
businesses of Californians in our service area to our central offices.
That new network will be a combination of fiber optics and coaxial
cable and it will run as I said from our offices to everybody we
currently provide service to.
We announced an acceleration of our original timetable to do that and
we will cover a million and a half homes throughout the state by 1996
and over half of our customers, that's over five million customers, by
the turn of the century.

SENATOR RUSSELL:

MR. HARRIS:

[Inaudible ... ]

Three things.

telephone service.

It will improve the quality of your

By putting a better quality network out there and

putting digital capabilities out there, you will have better telephone
service.

Second, we will be providing a platform for companies to

compete with incumbent cable providers.

So, whoever you get cable

service from now is going to have competition we think, because the
Carol Rutgers Cable Company (not to pick on her and I don't know her
business plans but) ... is going to come to us and say we would like to
take forty channels, Pacific Bell, forty video channels on your network
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and provide that to the people of Glendale.

And we will say, great,

and we will provide the connections and she will select the programming
and we will deliver it to the residences of Glendale and they will pay
her for what they think of as cable service.

SENATOR RUSSELL:
MR. HARRIS:

[Inaudible ... ]

Our initial offering, senator ... we expect to have seventy

or so analog channels as comparable to what's out there now and when we
turn up service, which we hope to do last next year in the initial
steps, we'll have well over 100 and probably 200 digital channels
available so there will be plenty of opportunity for Dennis, Richard,
Carol and everybody else to have an opportunity to provide programming.
This is going to be operated as a common carrier offering open to
anybody who walks up and is willing to pay the tariff rate.

SENATOR RUSSELL:

MR. HARRIS:

[Inaudible •.. ]

Yes, yes, that is the core Pacific Bell business is

providing the transport, delivering other people's signals to
customers.
business.

Now, as I said, we would also like to be in the programming
We would also like to be able to have some chunk of channels

so that our programming affiliate can also send some of that ...

SENATOR RUSSELL: ·

MR. HARRIS:
for this.

[Inaudible ... ]

The telephone ratepayers are not going to be asked to pay
They are going to get better telephone service and because

we have a price cap structure here in this state, the new regulatory
framework, and because we have a price cap structure at the federal
level, basic telephone rates are not going to go up and we do not
intend to ask for a rate increase as a result of this investment
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program.

SENATOR RUSSELL:
MR. HARRIS:

Absolutely.

SENATOR RUSSELL:

MR. HARRIS:

[Inaudible ... ]
Yes.

Yes.

[Inaudible •.. ]

We hope so.

We know that in order for people who want to

buy service from our network, in order for them to successfully compete
with the incumbent, they are going to have to compete in quality of
service, they are going to have to compete on price and they are going
to have to compete in terms of the range of services that are offered.
And I don't know exactly what shape that's going to take and I can't
tell you the prices are going to go down 5 percent or 15 percent or
whatever, but competition is going to bring benefits to the market for
local video distribution.

SENATOR RUSSELL:

SENATOR ROSENTHAL:

MR. HARRIS:

Thank you.

Continue.

I have covered a lot of the points I wanted to hit in

terms of our new deployment.

We are starting in four different areas

in the state, San Diego, Orange County, a couple different parts of the
L.A. area and of course the South Bay.

Up north, we are going to be

providing interactive services, as I mentioned, through an affiliate.
We think this is the kind of investment that not only brings
competition in the cable market but provides economic development
opportunities for the state because if you look at the possibilities
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for interactive services, for better telecommunications services, it is
going to make the state more competitive, provide jobs in the long
term, ensure that everyone in the state has an opportunity to hook up
to the information age and we think that is what makes this program
unique.

It is more extensive and more focused than anything anybody

else in the country has announced.

SENATOR ROSENTHAL:

Let me -- you know sometimes when you have a

duopoly, you don't necesssarily have a competitive market.

As we have

seen for example in the cellular business where there is not a monopoly
but a duopoly, and yet the prices of both are the same.

Why won't that

happen here?

MR. HARRIS:

Well, I think, I mean, there is no guarantee Senator, and

let me hasten to add that we are not at this point doing the
programming and we are not setting the prices that retail customers
will pay.

But what we have done is done modeling, what we think the

market will look like, and we think there will be competition.

Now

they may settle down at roughly the same price, but if you are offering
roughly the same product, that's not necessarily bad, and if it's a
lower price than is out there now, then there is a consumer benefit.
But we think the fact, that over time, with this huge number of
channels that will be opened up, it is not just going to be a one on
one kind of situation.

You will see Richard Smith buy five channels

because you have got a certain set of services he wants to offer to the
public and Michael Shapiro buy ten channels and different people are
going to offer different things.

So it's not just, it's more than two

people that can sit at the table.

SENATOR ROSENTHAL:

Thank you very much.

our next panelist is Carol

Rutgers, Manager, Government Relations for GTE, California.
Recent news stories announced that the FCC hung up on GTE's cable
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venture.

I am referring to your Cerritos pilot project.

During your

testimony would you comment on that?
CAROL RUTGERS:

Yes.

committee members.

Is this on?

Good afternoon Senator Rosenthal and

I am manager of government relations for GTE

telephone operations headquartered in Irving, Texas.
address is Irving, Texas.

My business

Let me first say that I appreciate the

opportunity for us to share our views on why competition is good for
the video services market.

And let me start with a vision, it's a GTE

vision, one that I think is shared by many of my panelists that have
been up here prior to us and that you will hear from yet this
afternoon.

And that vision is to build an infrastructure that can

offer all customers access to a variety of broad band and interactive
services.

It is a vision that the Clinton Administration has announced

in its technology initiative, one that all the major public common
carriers or carriers have endorsed in a policy statement to the
President and the Administration that we suppport and encourage the
public and private partnerships to develop that infrastructure.
We don't feel that it is an impossible vision, certainly the technology
is here today.

The sad part is that we don't think that the public

policy is keeping up and certainly we don't know if it ever will keep
up or catch up.

We think that competition is a key ingredient and in

formulating that public policy, we feel that the marketplace should
help to determine the course this country and the telecommunications
providers who operate in that market, the course that we should be
taking in providing these information services to the citizens of
California, as well as around the United States and to businesses.
feel that customer choice is the key ingredient.

We

But we are not

saying that we want to be the only provider, indeed we know that we
won't be the only provider and we're not saying that we should
legislate or regulate one technology.
out there.

There are several alternatives

We just say that we would like to be a player and that

every technology should have a fair chance in building this
infrastructure.
In the last decade telephone companies have introduced an increasing
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array of new technology into the infrastructure in California with the
introduction of faster, more accurate digital switching and fiber optic
technology.

Early on GTE committed to an aggressive modernization

program that invested over 5 billion dollars into our network and into
the digital switching and fiber technologies for the 3.6 million
customers that we have in California.
Since 1983, we have converted 92 percent of our customer lines to
digital switching and we have built 98,000 strands of fiber optics in
this state.
network.

By any standard, GTE has deployed a modern and advanced

By the year 2015, we will have a broad band network to

virtually every customer in our service area in the state of
California.

And this is a business as usual scenario.

We have not

embarked on any special program, capital expenditure program.

This

assumes that it is business as usual, but it also assumes a healthy
marketplace in order for our company to continue to operate.

I think

what we are talking about in this hearing today is accelerating that
time frame quicker than the 2015 time frame.

If we are to continue to

be a meaningful player in deploying the network and the functionality
that customers will need and will want in the future, we think that we
need four things:

One is symmetrical regulation applied to all

providers equally in the marketplace but with competitive services.
The second is a predictable regulatory framework from which we can plan
the future.

Threats of making the ground rules different every few

years just doesn't make planning very easy.

Third, the implementation

of a clear vision in which the industry and regulatory decisions can be
measured.

Ad hoc decisions make this planning process very difficult.

And finally, we need your support.

We need the support of elected and

appointed officials in California and across the United States to help
to bring some of these federal restrictions, to have them modified so
that other competitors like the local exchange carriers can bring the
benefits of this new technology to our customers.

A couple of the

bills that I am talking about that have been introduced thus far, one
is 1504, introduced by Congressman Boucher.
the ban on telco-cable cross ownership.
company.

It's a bill to eliminate

We do endorse that as a

We are hopeful that it will go forward.
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We are hopeful that

there will be a bill that eliminates that ban that will be passed the
second year of the 103rd session of Congress.
There is another bill that has already been introduced and that is
Senate bill S. 1086, introduced by Senators Danforth and Inouye.

This

bill is an omnibus bill that deals not only with the cable-telco issue
but deals with a variety of other issues like local exchange
competition, network portability, interconnective requirements, etc.
GTE stands neutral on this bill until we can determine with the
Senators if substantial changes can be made to the bill.

There are

some problems that we have with the bill but we do or are trying to
work with the Senators.
wings.

We also know that there are other bills in the

Congressman Markey is also working on a bill that we think will

address this issue, so we are hopeful that some sort of bill on these
restrictions will move during 1994.

SENATOR ROSENTHAL:

Let me ask a question.

The system that you are

building would be able to, if the laws change, to permit you to do
other than what you are now doing.

But your rate base is paying for

this and it's not similar, it's dissimilar to Pac Bell's situation in
which the stockholders are paying for it.

Now, you leave yourself open

to at some point determining how much you owe the ratebase for things
that you are doing that they have paid for that's beyond telephone ...

MS. RUTGERS:

Like Pac Bell, we are under a price cap form of

regulation both in California and at the federal level so 100 percent
of our revenues are subject to price cap.

That means that as we invest

in this new technology that our local rates for telephone services
cannot increase.

And that our stockholders are paying for that

increase in the investment.

And our stockholders have endorsed this

plan, they share in this vision that I talked about before as moving
forward and being a partner in the infrastructure.
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SENATOR RUSSELL:
directly.

I don't think you really answered his question

The question was, this is outside the normal perview of the

telephone company and yet, according to the Chairman, you are using
ratepayer money.

Now you said there is a cap and that's fine, but

there may be some squishy room there in which some of the ratepayers
money will go into your project.

And the question was, is that

appropriate?

MS. RUTGERS:

The investment that we are putting into right now is for

the telephony network in the form of fiber optics and digital
switching.

SENATOR RUSSELL:

Are there any ratepayer monies going into that

process?

MS. RUTGERS:

The investment that's in there today is going into the

ratebase but the revenues for which we charge customers are subject to
price cap so that means that as the investment is added and we switch
around that investment base, those rates for basic service cannot
increase under the price cap.

SENATOR RUSSELL:

They can't increase under the price cap but it sounds

like somewhere along the line the ratepayers are going to be paying
some parts of this process.
some concern.

And that I think causes this committee

And that's what we are trying to get at because

apparently the Bell system is doing all these things with stockholders
money, you are proposing to do all your things with a combination, I
guess, of stockholders and ratepayer money.

And, that's a question

that I wonder about and I think the chairman is very concerned about.
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MS. RUTGERS:

To the extent that ...

SENATOR RUSSELL:

Do you undetstand what I am saying?

I mean am I

correct basically in the simplistic terms?

MS. RUTGERS:
explain.

I think that your explanation is correct.

Let me try and

To the extent that our rates are cappeq for our basic

services, we can not increase those rates to recover that investment.
The residual of that investment is born by our stockholders.

SENATOR RUSSELL:

Right, I understand that, but some of it is born by

the ratepayers is what I am saying.

MR. HARRIS:

Senator, can I add something to this?

Because I don't

think the situations between Pacific and GTE are fundamentally
different.

There is no such thing as a ratepayer investment.

Ratepayers don't invest in our network anymore than you invest in
McDonald's when you go there and .buy a fish sandwich.

What you do is

you pay money to McDonald's for that sandwich and part of that money
goes back to the stockholders in the form of dividends or retained
earnings to support the investment they made to build the restaurant.
SENATOR RUSSELL:

Yes, but if McDonald's decides to jack up the price

of their hamburgers 10 or 15 cents, I'm paying for that, but yet the
value of the hamburger hasn't changed any.

MR. HARRIS:

That's going into the ...

Well, that's why we have price caps so that the price of

the hamburger, if you will, doesn't go up.

so, if this investment that

we are making and GTE is going to make, you know, in this sense, we are
not any different than cable companies.

It's the stockholders of the

cable company who are making the investment to upgrade their network as
you heard from the gentleman from Continental this morning.
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The

ratepayers, if you wili, of Continental Cable aren't making any
investment, they are paying for service, and the same is true with the
telephone industry.

The stockholders are making the investment and

they hope to get the money back from people who are paying for
telephone service and people who are paying for video transport
service.

SENATOR ROSENTHAL:

Let me just pick up ... seems to me that the

ratepayers should pay for telephone service, not for video service.

MR. HARRIS:

Correct, I agree.

current regulatory structure.

And that's what will happen under the
You pay your $8.35 to Pacific Bell every

month, you are paying for telephone service.

And what we have said is

that whatever happens with IRD is going to happen, we don't need to get
into that here, but we are not going to ask for a rate increase for
basic local telephone service as a result of making this investment.
So, your rates are not going to go up to pay for this investment and
that will enable us to provide, in addition to video services, it will
enable us to provide better quality telephone service.

We make

investments all the time to improve the quality of telephone service
and we are making another one here.

This other one happens to have

additional benefits and we hope to make money off those additional
services as well.

But it isn't going to affect the rate that you pay

for basic local service.

SENATOR ROSENTHAL:

At some point, I think the PUC ought to be asked

the same question.

I think we are maybe moving into some murky areas

and I can just see some problems.

And so, it seems to me that the PUC

needs to have some clear signals as to who is paying for what.

MR. HARRIS:

Well, Senator, I would say the PUC does a very extensive

job of overseeing all of our books and accounts and they will certainly
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be investigating and auditing this investment.
us that.

They have already told

So, I am sure that that process will continue.

SENATOR ROSENTHAL:

MR. HARRIS:

So they won't be overlooking.

I don't think so.

RICHARD SMITH:

Mr. Chairman, I'm Richard Smith with the Public

Utilities Commission.

I did plan on addressing that a little later in

my remarks but if you would like, I can speak to that now.

SENATOR ROSENTHAL:
you?

Well, we might as well ... why don't we hear from

On this particular question, I would like, in other words the

telephone industry is about to enter the cable TV business.
Bell is the best example, so far.

And Pac

California telephone consumers are

counting on the PUC to protect them against higher rates as a result of
this other activity so that we don't subsidize those other ventures.
Is the PUC up to this task?
MR. SMITH:

Yes sir, as was mentioned earlier ...

SENATOR ROSENTHAL:

MR. SMITH:
adviser.

Would you, for the record, identify yourself.

My name is Richard Smith, I am Commissioner Conlon's
We do have the new regulatory framework that was referred to

by both of the telephone company representatives here.

There are

concerns, as you express, with using funds received from ratepayers to
make investments in video, for example.

To some degree, there is a

concern that cross-subsidy can take place but we believe that that is
very minimal at this point.

Basically because each year rates are

adjusted by formula that is not related to the companies' business
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decisions or investments they make.

It is basically tied to an

economy-wide index and adjusted downward by assumed productivity.
There are also adjustments made for what we call exogenous or unusual
or extraordinary-type events.
This happens once a year, and as a result if the utility, for example,
saw themselves in a position where they had excess revenues and it
appeared that they may be in a position to have to share or return some
of those revenues to the ratepayers under the price cap program we
have, they might be able to do that in the first year, but as soon as
they began offering video services, transmission or otherwise, we would
require those costs to be separately tracked and accounted for and as a
result in year 2, the second year for example, if they were offering
video services, those costs would not be part of the telephone company
price cap program.

So, there is an opportunity for a short term period

to perhaps use some revenues for that purpose but that would be very
short-lived and usually these investments would require several years
to deploy.
SENATOR ROSENTHAL:
two approaches?

In your opinion, is there a difference between the

One of them says I am going to spend 16 billion

dollars to do this new system and that's stockholders money versus the
other system which says we are going to improve the telephone system,
but incidently, we might be able to do something else.

MR. SMITH:

Well, I didn't necessarily see two systems there.

I tend

to agree with Mr. Harris that investments are made by stockholders,
rather than by ratepayers and as a result we have to be careful not to
attribute the investment to the ratepayers as I accidently misspoke
there.
If the utility intends to offer video services using the same
facilities, there would be some separation of costs required and that's
the point at which we would exclude from ratebase, in effect, the costs
attributable to the video aspect of their services.
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So, there would be

some cost allocations required to ensure that if ratepayers did help
fund the initial investment, that once video services were being
offered over those facilities, others would have to pay for the video
part of that investment.

SENATOR ROSENTHAL:

Thank you.

Sorry to interrupt your testimony but I

wanted to get it clear in my own mind.

MS. RUTGERS:

He just covered one whole page of my testimony.

SENATOR ROSENTHAL:
MS. RUTGERS:

That's good, I did it faster.

I just want to clarify that when we placed this

investment in service, it is also to improve the voice services that
you are getting right now, too.
services.

To provide state of the art voice

It is not with the intent of

get~ing

under the line

investment in order to provide a future service such as video.

It is

to provide state of the art voice services which by the way happened to
be able to use the same type of technology in the event that we are
allowed into video services.
One last point that I would like to make, otherwise I think that we
have pretty much covered the rest of my testimony between ourselves up
here on this panel and other speakers here today is that we are talking
about regulations for the telephone companies.

In an equitable and

competitive environment, we think that whatever those regulations end
up being, that they should be applied equally to all providers.

We are

talking about price caps and limiting the increase to voice services or
basic exchange services.

We want to see the same rules and

regulations, whatever they may be, put on by the state commission and
local franchise authority or the FCC be applied to all providers who
provide like services in a competitive market.
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Finally, let me address your Cerritos question.

Yes, the FCC has

remanded the Cerritos decision back to the company.
that experiment within a few months anyway.
June of next year.

We were done with

It was set to conclude in

We have pretty much concluded those technology and

marketing experiments.

We do need to figure out as a company how we

maintain the services that those customers in Cerritos are obtaining
right now.

My company is looking at the legal options and we are

determining what the opportunities are for continuing services in

cerritos.

At this point, my company has not decided nor made public

what those decisions or the course of action is going to be.
SENATOR ROSENTAHL:

Thank you very much.

our next panelist, Dennis

Mangers, Senior Vice President of the California Cable Television
Association.

Dennis, for years cable and telephone companies have been

battling it out before this committee.

Now with the arrival of

cable-telco mergers, I don't know whether you are competitors or
collaborators.
industry?

What do these new telco alliances mean for the cable

And, how will these partnerships change the industry's

position before this Legislature and Congress on cable-telco
competition issues?

MR. DENNIS MANGERS:

Senator and members, Dennis Mangers, representing

the California Cable Television Association.

I feared that you might

begin my part with a metaphysical-type question like, what does it all
mean?

And so you have.

I won't pretend for a moment to suggest that I've got that figured out,
I know you don't either, that's one of the purposes of this hearing.

I

could not help but be taken this morning as we heard your questions,
Senator Russell's questions and Senator Alquist pointing out the
history of the cable industry's relationship with this legislature.
Those days, not too many years back, when the industry came and said we
can't get on the poles, we can't get on the right of way and the
Legislature facilitated that.

We couldn't get a fair price of rental

to get on the poles and the Legislature facilitated that.
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Just when we

were poised and ready to make the biggest expension perhaps that an
industry in California has ever made, with the advent

~f

the satellites

and the potential to go to new programming and expansion, this
Legislature provided a window of deregulation that provided the capital
to make that expansion possible.

Later when it looked like our signal

could be all too easily stolen, you gave us theft of service protection
so there has been this kind of synergistic, symbiotic relationship, I
think also within appropriate parameters over the years, and as a
result, you've got an enormously dynamic industry, the cable industry
here in California that set the tone for the expansion of the cable
industry nationwide.

Everything you did here in California became a

domino effect in terms of legislation out of this body.

And the

national Congress soon replicated it.

Now it seems to me this hearing

finds us at a really historic moment.

I don't know how you feel about

it but I am very excited to be representing what it looks like will be
one of the parties in this exciting turn of events.

You didn't hear my

colleagues from the telephone companies just moments ago start off in
any fashion as we have seen in the past of bashing us, nor are you
going to hear that from me.

Because, clearly, as they say, the times

are a'changin.
I will not pretend, first of all, to get this one out of the way, to be
able to tell you what does it mean that Atlantic Bell and TCI may
merge.

Two very bright guys representing two huge organizations, as

far as I can tell, got together on one of their boats on a sunday
afternoon after three previous meetings in a basement of one of their
houses and they concocted this notion.

Both of them are visionaries.

One a bit more entrepreneurial and one sitting on top of a system that
provides outstanding, historically outstanding service, in the
telephony area.

And they've got a vision of converging their two

technologies and all of the technology that they see coming out of
cable labs and Bell labs, converging it and bringing to America and
California, apparently first, an amazing new array of services in a
technological fashion that we didn't dream about as late as last year.
Recall, it was around December or January of this last year that these
announcements started coming out and that we, representing cable, had a
- 125 -

glimpse of what some of our own larger members had in mind.

So, this

convergence of technologies, as you know, there will be a whole array
of federal hoops through which they must jump before this thing is
approved.

I will have little to do with this, perhaps even you will be

relegated to the role of observer as th~ FCC and the Congress and the
various bodies ultimately our own PUC try to ferret out the details and
decide whether or not the Department of Justice, to approve this merger
and the attendant convergent technologies.
So, if you will permit me, since TCI and Bell Atlantic are in the
process this very week of what they call "due diligence" which I think
is a legal term meaning we are getting acquainted and finding out about
one another and so forth and couldn't be here today, I'm going to leave
that one alone and just tell you anything I could say about it would be
enormously speculative.

The pundits as you can see in the papers, the

observers say that this will be approved.

And as new information is

available, as you know, the TCI folks have indicated their willingness
to come in and brief you as to their progress and I will help to
facilitate that.
Let me then, instead, give you some basic broad policy kind of
observations on behalf of the cable industry that will relate to
Senator Russell's questions, I think specifically, and to any concerns
you have about our being able to cooperate.
The two basic policy issues as far as I can tell, are should the
monopoly for local telephone service be open to competition, meaning
can we get into telephony.

And snould local telephone companies be

allowed to enter the market for video servies, which is cable
television.

We think, and I am sure you are not surprised to hear this

by this point, we think the answer to both questions is yes.

We have

as much intention and capability of moving into telephony and the
advanced telecommunications services as they have now ascertained they
have to move into video.

And so those distinct lines that you were

able to look at just a few years ago and see their line on the pole and
three feet above it, our line on the pole, two distinctly different
missions to your constituents, our subscribers, are now blurred.
-
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And

here is our industry intending to go into some of the things they
heretofore they have done and vice versa.
We think that's healthy, we no longer oppose the idea of their being in
our business.

So the lines are blurring, we support the policy that

ultimately could be said basically like this:

we promote multiple

networks and multiple providers and have the feeling that as we move
forward in this telecommunications era of the future, the best thing
that could happen to a California consumer is that he looks at video
and telephony and all these gee whiz bang interactive capabilities,
etc., is that he has got more than one wire coming into his or her home
and he has more than one choice.

Lots of choice, lots of competition

and as a result, the attendant reduction in cost that normally accrues
as a result of real competition.

So we think that's a healthy sign.

I'm delighted to see Pac Bell's announcement on the one hand, I'm
delighted to see the capital that could be made available to my TCI
client by a merger with Bell Atlantic, so that the convergence of
technologies and access to capital will make it possible for us to move
rapidly forward too.

I think that's all a net plus for California.

It

means economic stimulation and it means job creation and I think that's
terrific.

Certainly from our viewpoint as we expand our model, it

means an incredible increase in jobs in California as we provide our
fiber optic and infrastructure, and move into a new era.
Now, here it seems to me are the policies that are going to be required
in a kind of an interrelationship between the federal and state
governments.

First of all, we want to see policies, speaking of

technology, we want to see policies that foster facilities-based
competition.

We have facilities already implanted, they have them as

well, we want to see policies that are deliberately designed to foster
this competition.

We want to see policies that permit the capital

formation necessary to build advanced communications infrastructures so
that means we would not like to see a merger such as Atlantic Bell and
TCI prohibited because that is one route, one access to capital for the
cable industry that we think we must maintain.
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And third, and very important to us, is we think government at all
levels must exercise great caution in removing the restrictions on
local telephone companies and I will get into more detail.
the four basic principles guiding these issues are these:
telephone loop ought to be open to competition.
to move into telephony.

We think
the local

We ought to be allowed

The federal government we think should adopt

pro-competitive policies and ultimately preempt if necessary the
barriers that inhibit competition in the local loop.

That is one.

Two, we think that telephone companies should eventually be allowed to
provide multichannel, full motion video services under a regulatory
framework that we call "staged entry."

And I'll explain this, that

provides the establishment of structural safeguards that will ensure
ultimately that there is more than one player in the market and they
are all effectively competing with one another, so you get that benefit
we are all interested in, that is lower prices and greater choice.
Thirdly, that new entrants to the local telecommunications without real
market power should not be subjected to the same level of regulation as
the dominant providers.

So that in other words, right now you have the

phone company which is the dominant provider under certain regulatory
framework; it may be necessary and I think this is clear to regulators
at all levels, it may be necessary to have somewhat different
regulations for the new kids on the block moving into the field until
you have established what is called "effective competition."

When

there isn't any ... I shouldn't use the word danger ... but when there is
any semblance of effective competition, then of course, everyone moves
under the same regulatory scheme, the ultimate objective being a level
playing field.

SENATOR RUSSELL:

If I'm not mistaken, and I very well may be, it seems

that after the break up of AT&T and division of the small Bells, that
the local phone company has been left very little in terms of ability
to expand and compete in all these other areas.
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If that is true, then

it seems to me what you are saying is that you want people to come in
and compete with what little pieces of pie that they have left but they
aren't currently allowed to compete in the other areas, which as I
understand them, they would like to do.
seem that that is a level playing field.

Somehow or other, it doesn't
We're letting everybody else

in and waiving the rules until they get up to speed.
disadvantageous to the local phone companies.

It seems

Do you understand what I

am saying?

MR. MANGERS:

I sure do.

It's a very good question and I am going to

try to give you a very good answer.

Let's see how we do.

First of

all, there is a misconception that we have to deal with around here to
some extent all the time, and that is that, if we are not careful what
we think about when we see a cable advocate and a telephone company
advocate come in to speak to you together, or apart, either one, it
seems to you from a policy standpoint as if you are equal monolithic
corporate giants that are simply at war with one another.

And what you

have to do is just keep the field even between these fairly equal kind
of giants, both of whom seem to want to get into their territory, and
we can tell sometimes by the tenor of the questions, that that is the
impression.

Let me tell you what we are actually dealing with here

instead of two equal partners coming in trying to do that.
In 1986, 50 percent of the top 20 cellular telephone markets were held
by the 7 regional Bell companies.
captured by those companies.

By 1992, 75 percent had been

In other words, simply stated, there is a

history that when the phone companies are into a new service area, they
take it over fairly rapidly.

Let's look at size:

annual revenues for

the RBOC's that you just described having had much of their earning
power taken away from them in terms of their flexibility, annual
revenues for the RBOC's are larger than those for the cable television
broadcasting and motion picture industries combined in this country.
The Bell companies have revenues that exceed the GNP of many
industrialized nations that include Greece, etc.

- 129 -

SENATOR RUSSELL:

The amount of revenue received, you look at the

revenue of General Motors and you say my lord, look at that, and then
they come out with the statement that they are millions of dollars in
debt.

My concern is not the size of the revenue base, but how are they

able to compete in an area that everybody else is going bananas in
competing and all of this and yet it seems to me, and I'm not sure of
this, but it seems to me that they are restricted and limited in the
fields that they can get into.

And, therefore, they have this little

telephone loop, it's big, but that's what they've got and I don't think
that they can even get into the Yellow Pages, but maybe they can now.
That kind of thing limits the local telephone loop as you call it to
just that, and so the profitability, the expansion, the growth, is
limited to that type of

MR. MANGERS:

s~rvice.

What I am trying to point out, Senator, is that there has

been no limitation on growth.
Let me give you just two more statistics that will make this abundantly
clear.

The value of telephone company stock has increased an average

of 278 percent in the last 8 years.

The phone companies' return on

equity averages about 15 percent while the top thousand U.S.
corporations averages less than 10 percent.

And the 30 most profitable

firms in the U.S. include each of the seven RBOC's but not a single
cable television company.

Now I point this out because if these

"little fellas" have been at any disadvantage or have had any
difficulty expanding or any difficulty in terms of access to capital,
these statistics don't suggest it.
We, on the other hand, in the major urban markets of California are
lucky to get a 40 percent penetration of the market.
100 percent penetration.

They are at 99 to

So A} they have a vast sum of ratepayer

money, B) as I was going to get to, they have ways of depreciating,
ways affecting efficiencies and other techniques, as you know, with
regard to accounting principles, that allow them to amass vast sums of
money.

So the basic issue here is not how they have been limited, it
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is as the rules are loosened to allow us into telephony and the rules
are loosened to allow them into video, what is very clear is that you
are dealing with an 8,000 pound gorilla over here that is enormous in
terms of its access to capital and the way it can move capital across
lines from regulated to nonregulated areas. And you have got us, as I
have just pointed out in these statistics, are infinitesimal in
comparison and all I am saying is, as complicated as it is going to be,
the FCC and the PUC with oversight of the PUC here by this honorable
body, are going to have to try to find a way to stagger their entry and
move us slowly into telephony in ways that keep the playing field even
and the role of our PUC friends here is going to be one frankly of
traffic cop.

SENATOR RUSSELL: Are there no limits then as to the kinds of
businesses that the local telephone companies can get into?

MR. MANGERS: Ultimately there will be certainly no limit. You have
just heard their plan and you have heard their political strategic plan
for opening up the options. We will be busily at work on the same
front moving into much of what they can do and as I said the task here
is for the regulatory body that you set up some 50 years ago to watch
over this whole process, gets the kind of careful oversight from policy
committees like this, to make sure that there are public hearings
provided, that there are these cost accounting methods that my friend
Richard Smith just alluded to that are set up carefully so that we
don't have to worry about what you've been worried about all day and
that is with this 16 billion dollar bonanza plan that sounds like a lot
of bells and whistles and whiz bang what it means for California
doesn't ultimately lead to what Senator Rosenthal pointed out in his
paper before this hearing, and that is, Are we headed for something
that sounds initially like its going to be competitive but at the end
finds only the 8,000 pound gorilla with one wire into the house,
controlling all of information, all of entertainment, all of
communication and you have got people burrowed in with one outfit
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controlling the scene.

If you want a dynamic marketplace, you want it

really competitive, then watch carefully over the next several years as
this PUC and the FCC at the federal level try to ferret out these
complicated issues we are talking about now and keep it even.

Watch us

with the appropriate level, as one of my colleagues said this morning,
with the appropriate level of cynicism, because the market plans of my
people will be aggressive and look at them with the kind of skepticism
that you ought to apply to the biggest corporation of this state, with
its history and try to keep it level.

Because, if you do, the

benefi~

that will accrue to the consumer is tremendous.
I frankly think, in retrospect, that sums up my testimony, basically.
This is complicated, we know it's complicated, we are just putting our
toe in the water, they don't have a clue as to how this is going to end
up and we don't either, except when its all over I would like to look
back at the end of my career and at the end of my career it will only
really just have gotten started, but I would like to look back and
whatever we all did together here in partnership, by sitting down and
talking through these things, ended up with more than one wire to the
home, lots of choice at lower prices and with all of us still here,
including Ms. Simpson, who spoke this morning, who represents some
small cable systems and some other medium sized systems. I would like
to think it was still possible for them in the nooks and crannies and
niches of this state to provide good, high quality cable service and
not be lost to some large corporate mergers or takeovers, or whatever.
And I think California is a unique state in that respect.
for everybody.

SENATOR RUSSELL:

We have room

I would like to finish there.

I would like to ask Mr. Harris if he has· any

different view without getting into any kind of an argument, not that
he would, but regarding my concerns which may be ill-founded.

Do you

want to add anything?

MR. HARRIS:

Well, yes, when I was listening to Dennis's sermon, at
-
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least at the beginning, I was afraid I was going to agree too much with
him, but we fixed that later on.

SENATOR RUSSELL:

MR. HARRIS:

I liked his sermon.

I guess I would just offer one sort of general point with

regard to the comments he made, and without talking about the size of
various gorillas, because as I said 40 percent of California's cable
customers are going to get cable service from Pacific Bell's brethren
and now competitors, all of whom are pretty big gorillas.

I don't

think it really matters, in a very important sense, how big Pacific
Bell is.

If we provide service to a million people in San Diego, that

doesn't affect what we do in San Jose.

As a politician once said, all

politics is local and the same is true of competition.

Right now there

is one telephone wire to most people's house and there is only one
choice for cable service, only one cable wire into that house as well.
So I think if you focus on customer choice, what does the individual
consumer face, there really is a lot of similarity in the fact that
there may be millions versus billions of dollars behind one or another,
it doesn't really matter in terms of what the customer choice -is.
If your goal is to get competition, then I think ou should work towards
that goal and not worry about the fact that there may be other services
that other affiliates provide because cable companies have plenty of
other affiliates that generate lots of capital, too.

So I think there

is a lot more similarity in the industry in terms of public policy
concerns than Dennis would, I think.

Congress has made a finding and

from what you have heard, and probably from what you believe, cable
companies have as much market power in the local market for video
distribution as we do in the local market for telephone service right
now and so I would agree with Carol's point

about the need for

symmetrical regulation.
Even the CCTA itself, in the paper Dennis was speaking from says ... "by
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removing barriers to entry and limiting regulation of new entrants,
given their market power, that is the best way to ensure competition".
And they were talking about cable companies getting into
telecommunications in that statement.
probably at least as true.
the new entrant.

But I think the reverse is

We don't have any cable customers, we're

It's a strange position for us, we are used to being

the big guy on the block, but we are the startup in the cable business
right now and if the cable company believes that limiting regulation of
new entrants is a good way to go, with regard to cable service, I
certainly agree and we think that we should not be subjected in the
cable market to the same degree of regulation or certainly any more
regulation than the cable industry is so that we can get a chance to
compete with them.

There is still going to be regulation of the

telephone industry and that is going to proceed along its own path.
so, I think at the end of the day,

if you bear that in mind, you will

have competition and you will have two wires to the homes of California
and you will have a lot of choice for customers.

SENATOR ROSENTHAL:

Thank you.

O.K., now Richard Smith, advisor to

Commissioner Conlon of the PUC.

MR. RICHARD SMITH:

Good afternoon Mr. Chairman, members.

on behalf of

the California PUC I would like to thank you for the opportunity to be
here today.

I would like to start off by saying that the PUC favors

competition and is generally not opposed to the local telephone
companies entering the video services business.

However, the

Commission wants to make sure that telephone ratepayers are not forced
into subsidizing competitive ventures of the local telephone companies
and we would also like to create a climate that ensures fair
competition.
We have responded to competition by reducing regulation where
competitive markets are emerging, while giving greater attention to
protecting consumers · and ensuring fair competition.
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I would like to

take a few moments to describe some of the safeguards that the
Commission currently has in place to prevent local telephone companies
from cross-subsidizing their entry into the cable business.

As was

mentioned earlier the new regulatory framework wpich was adopted for
Pacific Bell and GTE California in 1989 safeguards ratepayers from
financing investment decisions of Pacific and GTEC.

Under the new

regulatory framework, telephone rates are updated each year as I
mentioned, using an economy-wide price index and adjusting that
downward by assumed productivity gains.
exogenous factors.

Also adjustments are made for

Therefore, as a result telephone rates are not

directly affected by changes in the companies costs or by any internal
business decisions they make.

And, to give you an example, if the

telephone company has increased capital costs due to fiber investment,
rates won't go up.

On the other hand, if the company has higher

maintenance expenses as a result of its failure to invest in newer,
cheaper, more efficient technologies, rates won't go up then either.
The only time rates are changed, again, is once a year, based on the
formula I described.
We also require telephone companies who wish to offer competitive
services to separately track those costs and to keep those costs out of
the rates that are charged to telephone company ratepayers.

Among

other things separating costs this way enables the commission to
determine whether excessive rates of return are being earned on basic
telephone service.

If those earnings do exceed preset levels, they are

shared or returned 100 percent to ratepayers under the price cap
formula at 13 percent rate of return.

Anything over 13 percent is

shared 50-50 with ratepayers and anything over 16 percent is returned
100 percent to ratepayers.
We also require companies to file periodic monitoring reports which can
help us detect cross subsidies.

These reports track things like

affiliate transactions and employee transfers between companies and so
forth.

And are available for inspection by competitors and customers

as well as commission staff.
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SENATOR RUSSELL:

Is the PUC comfortable that they have enough tools,

proper tools to make sure to the extent feasible that the cross subsidy
issue is dealt with properly?

MR. SMITH:

I believe so.

several years.

We have tools that have been in place for

There are other items which I will get to in a moment

that are in the process of being put in place now to help supplement
that and I believe we do have sufficient safeguards in that respect.

SENATOR ROSENTHAL:

In the proposed rate increases to both Pac Bell and

GTE, in terms of the restructuring that the commission has been going
through recently on which we held a hearing a couple of weeks ago,
could those additional dollars be used to subsidize their entry into
video or cable services?

MR. SMITH:

Again, to some limited degree, there is an opportunity for

that to happen.

The rate design that you are referring to was intended

to be revenue neutral so in effect companies would continue to receive
the same amount of money ...
SENATOR ROSENTHAL:

MR. SMTIH:

... before and after ... yes.

SENATOR ROSENTHAL:

MR. SMITH:

That's the intent .

But what if it doesn't work out that way?

Well, we would certainly hear about it from customers

competitors for example, and if it is found to be the case, the
commission would take action to rectify that.

The purpose of the rate

design is to remain revenue neutral so I am confident the commission
-
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would make any necessary adjustments to make sure that that is the
case.

SENATOR ROSENTHAL:

We have heard a lot of discussion today about the

potential role for the PUC to play in regulating cable rates.

Some

believe we may need a common state regulatory body with oversight over
competing telephone and cable superhighway wires to the home.

You may

have heard, or we have heard, for example, that New York is now
supporting legislation to transfer cable service regulation to their
PUC commission.

And next year in California, of course, we are going

to be reorganizing the PUC under the Governor's proposed program
providing a window of opportunity for change.

MR. SMITH:

Well, yes.

Any comment?

I should start off by saying the commission

does not have an official policy right now with respect to regulating
the cable industry.

We do have a great deal of expertise that would be

useful in that regard and I am sure the commission would be willing and
anxious to work with your body as well as others to do whatever is best
for the State of California, whether that means taking the job of
regulating cable or maybe some partnership or some other sort of
arranagement or perhaps keeping things the way they are right now.

So

beyond that, I guess I would be hesitant to try to state a preference
as to whether or not the commission wants to regulate.

SENATOR ROSENTHAL:

I would like you to go back to the commissioners

and ask them to at least consider, as part of the upcoming
reorganization debate which is going to be taking place in January,
what could be regulatory or technical or some PUC participation in
regulation of cable rates and services.

Part of the overall discussion

about what's going to happen.

MR. SMITH:

I'll be happy to do that and we will start thinking about
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.~

that.

SENATOR ROSENTHAL:

MR. SMITH:

O.K.

Any further testimony?

Sure, yes I do.

I'll try to wrap it up here, briefly.

I

was covering some of the safeguards that we have in place currently and
just to continue there, we also have tools under the new regulatory
framework that ensure that telephone companies don't use their status
as a monopoly provider to unfairly price monopoly services they provide
to themselves as well as to their potential competitors.

These types

of safeguards might be particularly important if the telephone company
provides for example, both video transmission and programming type of
services.

A similar set of rules could probably be applied in an

instance like that to ensure that the utility does not use their
control of transmission facilities, for example, to hinder their
competitors.
Generally, the tools we have impose two kinds of requirements.

First

the company must offer monopoly services to others and itself at the
same rate.

Secondly, once the telephone companies sells to its own end

users services that contain monopoly features, the total price to its
end users for the services they are offering cannot be below the total
of the tariff rates for any monopoly functions that have been provided
to those customers.

So, in effect, the utility would not be able to

disadvantage their competitor by charging the competitor a higher price
for the same thing they charge themselves a lower price for.
We are also in a process, or currently in a proceeding called the "Open
Access Network Development," similar to an "Open Network Architecture"
type proceeding, where we are looking at further unbundling features
that the telephone companies offer and that will help us to again
ensure that these features are offered on an unbundled basis and in a
nondiscriminatory fashion.
Finally, the commission has an ongoing proceeding called "The Forum
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OII 11 which provides a way for competitors and others to bring special
concerns to the attention of the commission.

Privacy concerns, for

example, and other types of consumer protection questions.
To summarize, the commission does encourage competition and it has in
place a number of ways to help protect ratepayers from subsidizing
various competitive ventures of the telephone companies.

The

commission believes these tools would be effective in the event that
the companies entered the cable business.

And with that, I will be

happy to answer any questions that you might have.

SENATOR ROSENTHAL:

While you are still sitting there, I would like to

call back Mr. stillman who has an interest in cable competition issues
because he came all the way from Washington to testify.
Join the panel and briefly, very briefly comment ... you indicated that
you had some remarks on that competition issue.

MR. STILLMAN:

Mr. Chairman, along with our work in the cable area we

have been very active on telecommunications issues.

We have been

involved since the divestiture of AT&T and the creation of the baby
Bells.

I think when you are looking at bringing competition to both of

these markets, the biggest concern should be creating a system which
allows a one wire world to be the end result.

That's a very dangerous

thing for our representative democracy which really depends on the
ability of citizens to get information from disparate sources, sort
through all of that information and then make a decision.

And it

starts with voting for members of legislatures and congress and it goes
on down through every issue that is discussed in the public interest.
Our biggest concern with allowing the telephone company in at this
point is not that we don't want them in to compete, we do.

Except we

don't want them in to compete while they are still in the position to
take advantage of their monopoly over the local loop.

Keep in mind

that every competitive service that uses the local telephone network is
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still forced to go through the local telephone monopolies to get to
their customers.
If Pac Bell, under its regime which was just announced, would agree not
to use ratepayer monies, would agree to allow full and open audits,
would own no programming, we would be comfortable, speaking about
letting them get into the video transport service.

The problem, once

they own programming, is you have one entity which owns the means of
distribution, the access to the end user, and somebody who has a
competing service that needs to use that network.

The incentives are

great to compete unfairly, either through highlighting your own
businesses, charging different rates for access than you charge
yourself, cross subsidization.

Although the California PUC has done an

admirable job at trying to track the activities of Pac rel and follow
the money as it were, we know that there aren't enough regulators in
the world to really keep track of these big RBOC's with 100 different
subsidiary companies, to figure out where the money is going, where
it's coming from and to do full blown audits.
You should know that recently the General Accounting Office did a study
which indicated that under current staffing levels the FCC was capable
of doing a full audit of each of the RBOC's once every 18 years.

With

that kind of oversight authority, the ability to abuse that monopoly
position is too great and the risks are too great for consumers.

The

reason we are seeing these mergers, and John Malone said it when he
announced the merger of TCI and Bell Atlantic.

He said Bell Atlantic

has deep pockets, that's what TCI needs to offer the kinds of services
it wants to offer.

But all the policymakers have to remember and the

consumers have to learn, that when we talk about deep pockets of a
monopoly, it's my wallet and your wallet that make up the deep pockets
and that should be the concern of the policymakers during this debate.

SENATOR ROSENTHAL:

Thank you very much.

the California Channel panel.

We'll have our final panel,

Paul Koplin, President of the California

Channel.
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First I want to express my personal appreciation for the excellent job
you've done as President of the California Channel.

You have brought

to the public televised legislative proceedings, like this one.
Cal-SPAN has provided an important public service and we in the
legislature are proud to be associated with it.
I would like you to briefly bring us up to date on Cal-SPAN's progress
and then describe the recent agreement which directs the California
Cable TV industry to take charge of the program.
MR. PAUL KOPLIN:

Thank you very much Senator Rosenthal.

And I would

like to compliment you for your leadership throughout the years,
because right from the very beginning, you were one of the prime
boosters of the California Channel and televised legislative sessions,
so I would like to thank you personally, for all your help throughout
the years.
Quickly, my name is Paul Koplin.
Channel.

I am the President of the California

As many of you know, we started the California Channel with

the issuance of a report in 1989 in conjunction with the Annenberg
School of Communications.
report.

This is the executive summary of that

And the report recommended that the Legislature install

cameras in their chambers, that an independent nonprofit organization,
the California Channel, be formed, that we would be funded
independently of the legislature, we would raise monies from
foundations and corporations and once we got up and running after a
period of years, we would be funded primarily by cable fees.

The

challenge that we had, being an independent nonprofit, was that we had
the same type of program expectations as C-SPAN but we only had 10
percent of the viewing audience.
became the word of the day.

So therefore we had to evolve.

We evolved into existence.

That

At the same

time we felt that it was important to have an independent buffer
between the legislature and the cable industry.
have formed a partnership.

So, in essence, we

And what we do every day is we take feeds

from the legislature, we repackage them and send them via satellite to
over 2.8 million homes in California.
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To make a long story short, it has been a struggle, as you know, over
the past couple of years.
Assembly.

We started in 1991 with coverage of the

We were given six weeks to begin our operations in 1991 and

thanks to many people, including several cable companies, Viacom and
Cox and others, we were able to successfully distribute it to 2.2
million homes.
challenges.

But, throughout that period, we also faced several

Being a small nonprofit and being independently funded we

had the challenge of raising money through an economic recession, a
lack of available channels in the cable industry, cable reregulation,
and Cox Communications and Hearst Communications announced plans to
essentially create independent news channels that would in essence
either take us over or be competitors.
of our board members.

They went so far as to hire one

And the questions of cable reregulation and a

number of other obstacles that go on and on.
Throughout the years, we found though that we relied exclusively on
cable fees for our annual operating expenses.
50 percent is satellite time.

Which, by the way, over

In a state as large and as diverse as

California, we have to send the programming via satellite.
only distribution method that works at all.
in 2.8 million cable homes in California.

It's the

As a result, we were only
There are 5.8 million cable

homes in California and therefore we were running a deficit.

The money

that we had raised at the beginning, a million dollars from foundations
and corporations, and $400,000 from cable company grants, was running
out and we were having a deficit.
Secondly, the cable companies, our prime supporters from the very
beginning, Viacom Cable and Cox Cable and others, came to us and said
we can't shoulder the burden anymore unless we gain a consensus from
the cable television industry.

So the key to the California Channel

and our motto was, how to gain a consensus in the cable television
industry in order to have financial security and to expand our base.
Let me just say and pat ourselves on the back, during the past years
with the lack of funding we have had some enormous successes as far as
programming is concerned.

We were the first organization to televise a
- 142 -

live proceeding of the California

supr~me

Court.

Like I said in a six

week period we began distributing coverage of the California Assembly
and in March of 1992, we began coverage of the California Senate.

And,

as you know, Senator Rosenthal, there were many questions regarding
balance and fairness ... would the Legislature use this to their
advantage, would the cable industry or others try to influence the
coverage and that•s why we have that independent buffer.

And

throughout, the programming still received praise from numerous news
organizations.

Most recently with the introduction of interactive

hearings which initiated in the California Senate, we are providing
California citizens direct access through phone in legislative
hearings.

That has been recognized on the CBS News and other national

media institutions as a major innovation that was applauded at the
National Conference of State Legislatures.
So, as we began to look at our future, and with the lack of available
cable carriage, the cable companies who had been our strongest
supporters came to us and said that we feel we can take a leadership
role in getting a consensus on the California Channel, if there would
be a change in governance.

As you know, as an independent buffer, we

had people like Kirk West, the President of the Chamber of Commerce and
Don Girth, the President of Sacramento State University and Luis
Nogales, a prominent hispanic leader who sits on several boards around
the state and Henry Duer of Chinese for Affirmative Action.
diverse board of prominent Californians.

We had a

But like the C-SPAN model,

whose board of directors consists entirely of cable company
representatives, the cable company managers in California, some of whom
report back to their cable heads back east, felt more comfortable with
that model, of a C-SPAN model, dominated by cable company
representatives.

So, therefore this board, which created this thing

from scratch, had a decision to make.

Do we take the practical route

and secure the economic viability and security of our organization or
for some reason should we hang loose and not take the cable companies•
offer?

So we decided to move forward and per the agreement as of

october 1st, our board of directors consists entirely of cable company
representatives.

The California Cable Television Association has
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agreed to act as a guarantor and has pledged to fund programming for a
three year period at its current level of operations.

We formed an

editorial advisory board, consisting of members of the former board of
directors, the non-cable board members.

In addition, the board has

adopted a C-SPAN bylaw that grants the staff the editorial independence
to make programming decisions.

And I think that basically sums it up.

As I looked in your background paper, I want to applaud you for the
questions that you have raised in that background paper, because we all
have a vested interest in making sure that the California Channel is a
success.

And I can tell you that the new chair of the California

Channel, John Goddard, who is President and CEO of Viacom Cable, he was
on the original board of directors and a prime mover, has staked out
his personal stake in this and wants to see this thing go through
fruition.

So he is the current chair and as times evolves, we hope the

California Channel will grow and will build on the successes that we
have had in the past.
Thank you Senator Rosenthal.

SENATOR ROSENTHAL:

I thank you very much.

Dennis, I am pleased that

the cable industry has agreed to support Cal-SPAN but I have some
questions I would like to ask you to address in your testimony about
the future of the California Channel under the new board.
I wondered why the restructured board meets the industry's need better
than the previous board and about the future of the California Channel
under the new board.

And second, what impact will it have on

programming, and what specific plans does the board have to increase
the number of operators paying for and

car~ying

Cal-SPAN so that we can

expand the hours of programming, and also get it to more people.

Those

are the initial questions on my mind.

MR. DENNIS MANGERS:

Senator, Dennis Mangers, representing the

California Cable Television Association.
- 144 -

First of all, if I may beg

your indulgence, I would like to add my congratulations to those of
Chair to Paul Koplin.
He has approached the development of the

~he

California Channel with I think statesmanlike and professional
behavior.

There were many times as he could have been allowed to be

frustrated with the evolution of the California Channel, that he could
have just stood back and taken some pot shots at the industry.
Instead, he worked cooperatively with some of our more statesmanlike
members and as a result, I think that we have something that he and we
can all be very proud of, that he has now with his former non-cable
board members passed over into our care.

So let me get to that and

address that issue.
I cannot tell you specifically why a specific number of major cable
companies in California did not think that participating in the life of
the California Channel was appropriate unless they governed it but it
was the reasoning that the model that was probably best for the
industry was the C-SPAN model, in which the industry which had to pay
for it and ultimately was responsible for distributing it, was also
responsible for developing the policy and governing.

They held tightly

enough to that view that finally the leadership of the industry met
this last August at its summer board meeting and concluded that the
only way to get consensus and close to universal participation that
would reduce the cost to everyone and ensure the economic viability of
the channel was indeed to ask the non-cable board members to resign in
deference to a cable board.
Those people, caring more about the viability of the channel and
carrying on its original vision, resigned, extracting from us only
certain requirements.

One of which was, would the industry then

guarantee the economic viability of the channel for the next three
years; would it adopt a, as Paul told you, a C-SPAN-like

bylaw that

guaranteed that the day-to-day editorial integrity, editorial
decision-making, would be vested in the President, not in the industry
board members.

Frankly we liked that or we wouldn't have set C-SPAN up

like that with Brian Lamm, the distinguished leader of C-SPAN doing the
same.

So we agreed and as Paul told you, effective October 1st the
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change was made; on November 8th, the first board meeting was held of
the industry board members.
Now, specifically, to your questions.

Letters have now been sent out

from the Chair of the Cable Television Association, Joe Haber, telling
everyone what has happened, what the industry did at the board meeting
of August, telling everyone that what he hopes they will do is
voluntarily come forth with a pledge statement that Paul has sent out
declaring their intention to pay their share of a cent and three
quarter per subscriber per month for the suppport of the Cal Channel.
But that ultimately, if sufficient numbers do not voluntarily step
forward by that date, so that we can guarantee the budgetary
requirements of the _channel, that CCTA will impose a mandatory dues
increase on its members, effective January 1, for that purpose.
The letter goes on to give them options of how they pay it, but the
bottom line is, you ought to do this, because we have determined as
your leadership that this is an important public service contribution
for our industry.
responses to that.

So that letter has gone out and we are now getting
We are very hopeful that what we will find is about

at least 4.8 to 5 million of the subscribers being paid for so that as
I say, the budgetary needs are met and the cost can be kept at that
level.
Now as to programming.

If everybody participated as anticipated and we

have the level of funding we expect, the new board would have some
options with regard to programming expansion.

They would be modest at

the beginning because this is not C-SPAN with its 50 million
subscribers, it's the California Channel with 4.8 to 5

~illion

subscribers, so the revenue base is considerably different.
can't expect C-SPAN overnight.

So, we

But it could expand hours somewhat and

it could start expanding programming in a modest way so that there is
more explanatory kind of programming wrapped around legislative
proceedings which would explain it to the many school children and
others better.

So, what's going on?

What have you seen?

In a totally

objective way, such as C-SPAN does.
Those decisions will be made early in the year as we take stock of how
-
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much money we have, whose all aboard.

We are encouraged in that regard

because 21 companies, representing over 100,000 sUbscribers each, have
all sent a board member to the new board.
pledged that they intend to be involved.

And have, by doing so,
So the signs are all very

good.
I would counsel, however, that one of the reasons that great leaps in
programming expansion cannot be expected is because of the temporary
constraints on channel capacity.

Many cannot see the point in pouring

instantly vast sums of money into program expansion when the audience
will necessarily be limited that can watch it because of limited
channel capacity.

So as we are moving in the next year, two or three,

as you heard John Gibbs at Continental say, toward a universe of two,
three, four hundred channels or more, and as he said just with the
infrastructure improvement they are making within 12 to 24 months, he
anticipates putting it on the biggest system in L.A.

As we get more

eyeballs watching this, then we can expect more commitment by the
industry, to put up more capital and emphasis on programming.

So, I

think evolutionary is still the word, that's the way C-SPAn grew, it
didn't overnight become what it is.

I think the California Channel

likewise can be expected to grow in an evolutionary fashion and at
least we don't have to worry for the next three years about will it
collapse around our ears because we have this guarantee.

SENATOR ROSENTHAL:

I have a vision of Cal-SPAN being like C-SPAN,

providing a whole range of state government public affairs programming.
I am concerned that you may get them all involved in paying for a
service but I am really interested in distribution of that service.

MR. MANGERS:

There will be some increased distribution just by virtue

of those companies who were not participants coming in.

There are some

new carriage pledges that I am not sure we have the numbers yet, but it
will be greater than it was the last couple of years I suspect.

But

the reason I am not making exaggerated promises is because you have
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heard the litany of comments this morning.

When you are being required

by a federal law to put four shopping channels on, we•ve gotten to a
pretty ludicrous state of intervention in the business and programming
practices of cable operators.

So their discretion with regard to what

they can put on has been somewhat limited.

So I don't want to over

promise but I am excited about where it's going.

The industry has

asked me to serve on the new board of directors which I am proudly
going to do and I am going to try to continue to be an influence in the
gradual evolutionary growth of this public service.

SENATOR ROSENTHAL:

Very good.

Thank you.

And finally, Ruth Holton,

Executive Director of Common Cause.
I am strongly in favor of the unedited concept, politically neutral,
balanced programming on Cal-SPAN.

Tell us what needs to be done so

that we ensure that that happens.

MS. RUTH HOLTON:

Well, first, I am Ruth Holton, Executive Director of

California Common Cause.

Let me add my thanks to Paul for your

consistent support of the California Channel.

Frankly the California

Channel has clearly established itself as one of the key means by which
Californians find out what is happening in the state legislature and in
fact has not as critics had originally said, become a tool of the
Legislature.

Many of the Common Cause members watch California Channel

on a regular basis and have in fact become addicted to it like C-SPAN.
As you know, we have always held that it is particularly important that
the public get this extraordinary view into the legislative process
because as you know, the coverage by the commercial media of state
government is abysmal at best.

And then what happens, of course, is

that the public, whenever they hear about the Legislature is when the
Legislature has done something scandalous or something scandalous has
arisen, which simply just feeds into their perception that the
Legislature is a bunch of · crooks rather than that government is trying
-

148 -

to do something for them.

And that is why really an invaluable service

is what California Channel provides.
Frankly, you know, through no fault of the California Channel, millions
of homes do not receive the California Channel.

Millions of people

still do not have the access they need to see their state government in
action.

Common Cause members in various locations around the state

have organized campaigns at the local level, letter writing campaigns,
to try and get local cable companies to carry the California Channel.
And, unfortunately all too often, their campaigns are unsuccessful.
So we sort of share your concern about the distribution of the
programming and frankly, we were disturbed and somewhat upset when we
learned that the board of the California Channel had determined that
they must sort of turn over the operation to the cable industry.
for the same reasons that you are concerned.

And,

You know, what is there

to ensure that the programs continue to be unedited, politically
neutral and balanced?
I was pleased just now to hear Mr. Mangers say that the board will not
have editorial control.

That will be up to the president. Obviously at

this point, we don't know how that's going to work and I would urge
this committee, as one of the things that it can do, to have another
hearing in six months to a year to see if in fact the plan is working
and that programs are indeed going out in their consistent high quality
as they are going out now.
Another concern that we have in fact is the possibility that the cable
companies will use their control of the California Channel as leverage
in the legislative process.

You know, gee we have a dispute here, and

by the way, remember that we are in control of the California Channel
and of course you do want coverage of the state legislature.
I don't know how that ...

SENATOR ROSENTHAL:

It might work the other way around.
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You know,

MS. HOLTON:

Or it could be the other way around, you know, both of

them, it could become this tool in disputes.
concern and merits watching.

And I think that that's a

Obviously it's far too early to know how

it's going to work and Common Cause looks forward to working with the
board, working with the new staff person, but I think that we should
all be wary and I would hope that your committee would continue to have
oversight.

SENATOR ROSENTHAL:

Thank you very much.

Now, if there is anybody who hasn't spoken who would like to have a
minute to add something that may not have been said today, this is your
opportunity for an open mike.

MR. KOPLIN:

O.K.

You should remind them that they are being televised.

SENATOR ROSENTHAL:

I believe this has been a good hearing on important

issues of concern to the citizens of California.

As we witnessed

today, as a result of the 1992 Cable Act, the cable TV industry is in a
state of flux and controversy.

What I have learned from this hearing

is that federal, state and local officials must work together to
address commonly-shared concerns about cable rates and services.

We

now have a lot of good food for thought on how best to continue our
efforts to protect cable consumers and to promote competition in the
cable TV industry.
At this time I would like to thank all the
for their excellent testimony.

~itnesses

who appeared today

Senator Alquist, did you have anything

further to add.

-
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SENATOR ALQUIST:
Chairman.

SENATOR ROSENTHAL:

I think it was a good and thoughtful hearing, Mr.

Thank you very much.

ooo
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This hearing is adjourned.
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Introduction

Good Morning.

Mr. Chairman, Members of the Committee, iny name

is Bradley Stillman.

I am Legislative Counsel for the Consumer

Federation of .America.

Founded in 1967, the Consumer Federation of

America is the nation's largest consumer advocacy group, composed
of

more

than

240

pro-consumer

organizations

approximately 50 million consumers,

representing

senior citizens,

low-income

people, labor, farmers, public power and cooperative organizations
before federal and state policymaking bodies and the courts.

As you know, the Consumer Federation of America was a driving
force behind the 1992 Cable Act, and we participated in most of the
rulemaking

proceedings

Commission.

We

also

before

the

continue

to

Federal

support

the

Communications
law

in

legal

challenges mounted by the industry in federal court.

The Goals of the Cable Act of 1992

The 1992 Cable Act had a number of long term and short term
goals.

The main short term goals were to

considered

an

abysmal

record

of

customer

immediate rate relief to beleaguered consumers.

improve what many
service

and

bring

The primary longer

term goals which are no less important, is to bring competition to
the cable equipment and programming markets.
1

Reports from our members indicate that customer service has
improved.

The customer service minimums established by the FCC in

response to Congress' directive are working fairly well.

These

rules cover such things as how quickly phones must be answered,
service interruptions must be repaired, and rules regarding service
calls.

The Problems are with the Regulations not the Law

When Congress passed the 1992 Cable Act over President Bush's
veto, it was viewed by many as a significant victory for consumers.
There is no doubt that this is a good, pro-consumer law.

The law directed the FCC to create regulations which would
bring cable rates down to competitive market levels.
say, the FCC was given a large task.

Needless to

The Commission has had to

conduct numerous rulemaking proceedings to carry out this law.
many,

they did a

efforts.

good

job,

For

and we congratulate them on their

However, the size of the task is not really the issue.

The problem is

that the

FCC,

although the

expert agency,

dropped the ball on the most important short term goal:

has

immediate

rate relief.

For

some time,

CFA had

argued

that consumers were

being

overcharged by $6 billion annually because of the monopoly pricing
practices

and

market

power

of

cable
2

operators

throughout

the

country.

We also knew,

industry

had

inflation

been

since

based on government studies,

raising

1986.

rates

This

at

amounts

three
to

times

that the

the

roughly

a

rate

30

of

percent

differential between monopoly rates and competitive rates.

When the FCC solicited data from the cable
claims were borne out.

industry,

our

Cable rates in those few communities where

there was head-to-head competition where about 27.5 percent lower
than in monopoly markets.
created

a

regulatory model

In our filings to the commission, we
which would have

reduced

rates

by

approximately 27 percent to reflect competitive market levels as
indicated by the industry submitted data.

Despite this evidence,

the FCC created a formula which only sought to reduce rates by
about 10 percent.

The problems consumers have faced since implementation of this
law are not because Congress wrote or passed a

bad law.

The

problems

the

own

stem from faults

regulations.

and loopholes within

FCC's

Loopholes which the cable operators have exploited in

their systematic efforts to thwart application of this pro-consumer
legislation on both the state and federal levels.

Problems with the FCC Rate Regulations

The question that I am sure is uppermost in the minds of this
Committee, as well as in the minds of consumers in California, is:
3

"Why did any consumers see their cable rates go up?"

To answer

this question, we must look to the regulatory structure employed by
the FCC.

When the FCC had to decide how to regulate cable service
rates, they made the determination that traditional utility rate of
return regulation would be too burdensome on all parties.

Instead,

the Commission chose to regulate rates based on setting competitive
benchmarks.

The benchmarks were supposed to emulate competitive

market rates, based on factors such as the number of subscribers,
the number of channels on the system, and the number of satellite
delivered programming channels.

When the rate regulations and benchmarks were announced, the
FCC imposed what it termed a "rate freeze" while the regulations
were being implemented.

The benchmarks were supposed to reduce

rates by 10 percent, not the 27.5 percent the industry data showed
consumers

were

being

overcharged.

The

problems

became

clear

shortly after the regulations were announced last April.

As I eluded to earlier, the benchmarks set by the FCC were
simply too high.

There were many systems whose rates were already

below benchmark level.
not a freeze at all.

In addition, the so called rate freeze was
Instead, it simply required that the average

subscriber bill could not increase.

In effect, the rate freeze

allowed cable operators to lock in their monopoly profits and still
4

raise the rates of some of their subscribers.

Moreover, cable equipment had to be priced at cost, plus a
reasonable profit.

We estimated that this should have resulted in

additional savings of $500 - $750 million annually.
these savings occurred.

For example,

To an extent,

we have seen significant

decreases in the rates consumers are charged for remote controls,
converter

boxes

regulations

and

permitted cable

equipment revenues,
revenues

additional

to

outlets.

operators

However,

to take

these

which should have been lost,

cable

services,

thereby

significant numbers of their customers.
subscribers saw increased

bil~s

the

FCC's

excessive

and shift the

increasing

rates

for

This is the reason basic

more frequently than others.

Since

they do not use much equipment, they could not offset cable service
rate increases with equipment reductions.

The FCC can take steps to fix the regulatory problems they
have created, we hope inadvertently, in the first round of rate
regulations.
an

additional

levels.

The most important step is to lower the benchmarks by
17

percent to

reflect

truly

competitive market

The FCC should have prohibited shifting of revenue between

equipment and services, and could certainly do so now.

Had this

been done in the first place, no consumers would have seen their
bills increase and most would have seen reductions in rates for
cable service and cable equipment.

5

Cable Company Efforts to Thwart the Law

Under the law, local franchising authorities must certify with
the FCC to regulate basic cable rates.

If they fail to do so,

consumers are left with little or no protection.

There have been

widespread reports that cable operators have been engaged in a
campaign

to

convince

primarily

smaller

municipalities

not

to

certify with the FCC and obtain the authority to regulate cable
rates.

Cable operators have told cities that the regulations are

too complex to understand and too burdensome to implement.

Some

cable operators have gone so far as to offer side agreements to
impose rate restrictions on themselves, as long as the city agrees
not to regulate.

The cities and their associations worked to pass this federal
legislation.

Since cable was deregulated, they were the first line

of defense for angry consumers, but lacked legal authority to do
anything about it.

In fact, they pressed Congress for even greater

authority than they were ultimately granted.

Now the cities have

been given some of the legal authority they sought, but they also
have the responsibility to step up to the plate and regulate.
is

troubling

that

less

than

half

of

the

eligible

It

franchise

authorities have applied for certification to regulate cable rates.

The
operators

regulat~ons

would

have

are not nearly as complex as the cable
you

believe.
6

I

say

to

all

franchising

authorities throughout California and the country who are hearing
these claims form local operators, consider the source.

In fact,

since the obligations to produce much of the data necessary to
regulate is on the operator, we believe anyone with an accounting
or

economics

background

would

be

able

to

implement

these

regulations at the local level.

There are provisions in the regulations for cities to share
experts, such as economists and accountants, or for several small
municipalities to regulate together to conserve resources.

We

encourage smaller cities and states to work together to bring the
benefits of this law to its citizens.

Already, there are a number

of states that have invested authority over cable in state cable
commissions.

State and local authorities may wish to explore this

option of returning some regulatory authority to the state level.

Every city collects a franchise fee from their cable operator.
In

past

years,

unregulated,
purposes.
asked for,
cable

the

while

the

franchise

cable
fees

industry

were

used

was
for

a

essentially
variety

of

Now that the cities have the regulatory authority they
that money should now be used to regulate the local

operator.

If

the

cities

do

not

regulate

cable,

their

citizens will be left exposed to unchecked increases in cable rates
and the blame will justifiably lie squarely on the shoulders of
local officials.
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The side agreements not to regulate being offered by cable
companies to small cities are a bad deal for consumers.

In many

cases, the rates in these agreements are actually higher than the
FCC's benchmark level of 10 percent.

Furthermore, these agreements

are totally unenforceable under the 1992 Cable Act.

In essence

then, the cable operators that have gouged consumers, raised rates
at

three times

inflation,

been unresponsive to

customers,

and

attempted to thwart competition are asking local authorities to
simply trust them.

Consumers need protection under

laws,

not

unenforceable private agreements.

In addition to the scare tactics used in smaller cities, the
cable operators have blamed all rate increases and elimination of
programming and special discounts on the new cable law.

Neither

the 1992 Cable Act nor the FCC's regulations require any price
increases for service.

All rate hikes have come about because the

cable operator chose to raise rates.

While it is true that Congress mandated carriage of certain
classes of programming, many cable operators were already carrying
those stations.

Still, other cable operators had enough system

capacity to continue carriage of all the old programming as well as
the required local broadcast signals.

For those systems which had

to decide what programming services to remove, the decision about
what service to eliminate was left to the cable operator.

8

Unfortunately,

operators

de~isions

have

motivated by what subscribers want to watch.

not

always

been

Rather, decisions

were made to drop certain popular services for political purposes
or purely financial ones.

Cable operators are required to pay much

more for popular programming, such as CNN and HBO, than for the
weather channel for example.

The opposite is true for the home

shopping channels which pay the cable operator to carry them.

So

when cable operators claim that the law forced them to remove
stations such as MTV, CNBC and C-SPAN, you should look at what is
left.

I can almost guarantee that the shopping channels and the

less popular (and cheaper) programming remains on the system.

The issue of senior citizen and low-income discounts is a
particularly shocking example of the half-truths and even outright
lies told by some cable operators.

The 1992 Cable Act absolutely

does not require cable operators to end discount programs.

In

fact, the law expressly states that these programs are permissible
and should be continued by all cable operators.

Claims otherwise

are outright lies.

The FCC's Cable Rate Survey

After the FCC's regulations went into effect, we began hearing
reports of rate increases and other questionable practices.

In

California for example:
o

Subscribers to Century Cable in Ventura saw their basic
9

rate increase 43 percent to $26.95.
o

Subscribers to TCI Cablevision in Vacaville saw increases
of $3.77.

o

Subscribers to Daniels Cablevision in Carlsbad, CA saw
increases of $2.51.

o

Subscribers

to

Continental

Cablevision

in

L.A.

saw

increases of $1.39.
o

In an apparent attempt to avoid regulation, Falcon Cable
TV in Hesperia removed seven channels which were part of
the basic tier and offered them in a separate package for
$3 or $2 each on an

.i-la-carte basis.

Clearly they

priced so no consumer would buy them independently.

In response, a survey was begun to determine exactly what was
happening.

Unfortunately, the survey instrument used by the FCC is

not likely to answer Congress' questions, consumers questions or
even the FCC's own questions.

The survey instrument is extremely flawed and unscientific
because it only surveys the very largest systems and operators.

It

simply does not take into account the fact that different sized
systems

can

regulations.

charge

radically

different

rates

under

the

FCC's

Nearly half of the operators surveyed had changed

their structure of offerings so completely that the FCC was unable
to determine whether rates went up or down.

We believe this may

signal further attempts to evade the rate regulations.
10

In short,

the survey results cannot be extrapolate~ out to give a sense of
what has occurred across the country.

The FCC issued a preliminary report on rates which showed that
while approximately 68 percent of subscribers in the few largest
systems saw total bill decreases, 31 percent of consumers saw their
bills rise.

This is totally unacceptable.

risen

this

under

law.

Had

the

FCC

No bills snould have

adopted

benchmarks

that

reflected truly competitive market levels, no consumer would have
seen an increase.

There is a further issue of how much total savings will be
realized and from what sources.

In April of 199)

when the FCC

approved the rate regulations, they estimated that consumers would
save between $1 and $1.5 billion annually from their cable service
bill.

This figure did not include reductions in equipment charges,

which were estimated at an additional $500 million or more.

It

appears that many of the reductions are coming primarily from cable
equipment prices while far fewer from rates.

If this is the case,

it is further evidence that the FCC's benchmarks are not working
properly and must be fixed.

Bringing Competition to Cable

Congress recognized that regulation should be a
substitute for competition.

temporary

The Cable Act's rate regulation goes
11
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away once effective competition develops.

The Act has numerous

pro-competitive provisions including guaranteed access to cable
owned programming for competing non-affiliated operators and other
technologies such as microwave wireless cable and direct broadcast
satellite.

These services offer great hope for competition across

the nation.

The question of telephone companies as a potential competitor
has been raised often.

CFA believes that the dangers inherent in

allowing the monopoly telephone company to enter the cable market
in its own region are great.

There is no restriction on PacTel, or

any other Baby Bell, from offering cable service outside its home
region.

To date, only Southwestern Bell has moved into cable by

taking over an existing monopoly cable system outside of their
region, and thus

reinforcing the status quo by failing to enhance

competition.

Taking the current cable monopoly and local telephone monopoly
and combining them into one larger monopoly is not the answer.

The

risks from cross-subsidization from telephone ratepayers and the
threat to the principles of common carriage and free access to the
network would be compounded.

If

PacTel

will

agree

to

use

no

ratepayer

money,

own

no

programming, maintain its common carriage obligations and agree to
safeguards in law, we would not oppose their investments in the
12

local network to provide video services.

No telephone monopoly has

been willing to agree to these terms.

They simply want to take

advantage of their monopoly position,

and use ratepayers

financing

They

arm

programming.

to

get

into

video.

also

Once the telephone company owns

want

as a

to

own

programming and

controls access to the home, no competitor for programming will
have a chance.

The thought that we could have a world with only

one wire to the horne with one or a small handful of gatekeepers
should be distressing to everyone.

With control over access to the home comes greater ability to
decide what we see and hear.

our representative democracy demands

that we each have access to numerous sources of information, with
a variety of viewpoints, to make informed decisions.

Our access to

disparate information is put at significant risk

if the

telephone

monopolists

are

allowed

into

video

local

prematurely

and

without significant safeguards in law.

The idea that federal and state regulators would be able to
effectively monitor and prevent cross-subsidization is nothing more
than wishful thinking.

The FCC is currently able to audit each of

the Baby Bells only once every 18 years according to a recent GAO
study.

That n umber will grow quickly if the powers of the r'2gi ona l

monopolists are increased.

Progressive state regulators like those

here in California have made valiant efforts to monitor the local
monopoly phone company, but it is a nearly impossible task.
13

Recommendations

o

If California were to do nothing else, the state should
make certain that all eligible franchising authorities
certify with the FCC.

o

State authorities are in a position to both encourage and
assist municipalities in regulating cable.

The states'

knowledge of utility regulation will be invaluable to
ensure efficient cable regulation by local authorities.
California should consider setting up a clearinghouse for
information
regulations.
matching

up

about

local

implementation

It would also
small

be useful

communities

that

of

the

to

are

rate

assist

looking

in
for

partners or experts to assist in implementation.

o

State authorities must keep the California Congressional
delegation up to date on the effects of the law here in
the

state.

Also,

it

would

be

useful

to

maintain

information about the number of complaints filed and the
nature of those complaints to help deal with particular
problems.

o

The state should keep in mind that the federal customer
service standards are meant to be minimums.
local

authorities

should
14

consider

adding

State and
additional

requirements to deal with specific problems and concerns.

o

Finally, I would encourage the state to do its own survey
of rates before and after implementation of the cable
law.

One of our members surveyed rates in New Jersey and

found that 68 percent of subscribers saw their bills
increase.

The Attorney General of Connecticut found that

approximately 50 percent of subscribers saw increases in
that state.

This information will be very helpful to

consumer advocates, the FCC and Congress to see how the
nation is doing and to assure that the promised benefits
of the 1992 Cable Act are realized by everyone.
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TESTIMONY OF JOHN F. GIBBS, VICE PRESIDENT
CONTINENTAL CABLEVISION
SENATE COMMITTEE ON ENERGY AND PUBLIC UTILITIES
NOVEMBER 17, 1993

Good morning Senator Rosenthal, Committee Members:

My name is John Gibbs. I am Vice President of Continental Cablevision.
Our company operates twelve cable television systems serving some
550,000 families in California. We have approximately 1 ,500 California
employees.

And we are the largest cable operator in the city of Los

Angeles.

Thank you for inviting our testimony in this proceeding.

As you might imagine, the 1992 Cable Act has consumed a great deal of
our attention over the past year.

Various provisions of the Act have

required us to restructure our channel line-ups and our rates in every
market in which we operate.

While we have not agreed with every aspect of the Act, and do not

believe that consumer's best interests are served by heavy-handed
regulation, we have nonetheless complied fully, and have been diligent in
keeping customers informed, in advance, about changes in their service,
channels and rates resulting from the Act.

We have successfully negotiated must-carry or retransmission consent
agreements with 55 broadcast stations in California.

Not a single TV

station has been dropped from our systems for failure to reach a timely
agreement.

We have restructured our rates, in many cases lowering basic rates that
were already among the lowest in their market. And we have reduced
charges for equipment including converter boxes, remote control units
and additional outlets.

Future rate increases will be governed by an

inflation index or a "cost of service" proceeding pursuant to Federal
Communications Commission rules.

Since the U.S. Congress passed the Cable Act last year, we have
strategized about our most appropriate long-term response. As we have
studied

the

changing

landscape

of

the

cable

television

and

telecommunications industries, one thing has become abundantly clear:
we, as a cable TV company, will operate in a future characterize·d by
much greater competition.

The clear intent of Congress in passing the 1992 Cable Act was to
establish a regulatory scheme to serve until such time as full competition
in the multi-channel television market could supplant the need for
government regulation. In effect, the government has acknowledged that
competition better serves the consumer than regulation.

We agree.

Given this recognition, what course will we at Continental pursue? We
believe there is only one course that will prove successful. ... and that is
to become the strongest competitor, the most attractive provider of multichannel television services in our markets. And to maintain a strong local
orientation and focus while doing so.

To that end, we recently announced a comprehensive $25 million
reinvestment and competitiveness plan for our Los Angeles cable

systems. The plan features:

•

a major fiber optic infrastructure upgrade

•

a significant new investment in information technology

•

a reorganization of our Los Angeles operations

•

the creation of a state~of-the-art customer call center in Hollywood

•

the addition of 100 new jobs in Los Angeles, and

•

the relocation of our training and recruitment center to the
Crenshaw district of South Central Los Angeles.

Over the next twenty-four months, our entire Los Angeles network, the
largest in the city, will be upgraded to a capacity of 750 MHz.

The

upgraded network will be two-way capable and will carry 80 analog
channels and up to 300 digital channels. Picture quality will be second
to none, and system reliability will be enhanced.

Perhaps most

significantly, the upgraded network will create a foundation for the
deployment of new entertainment, information and educational services
that will become available in the fast-approaching digital age.

But our competitiveness will not hinge exclusively on a high-tech fiber

optic network.

We regard our local work force as a key competitive

advantage in understanding the market, identifying consumer preferences,
and offering quality customer service. Our competitiveness strategy calls
for increased investment in our people.

We will establish a recruitment center at our 2900 Crenshaw Blvd. facility
and move our training center to that address as well. We are committed
to a comprehensive, career-oriented training program that takes as its
objectives employee development, service quality and productivity
improvements.

Our training center in South Central Los Angeles will

operate on an annual budget of $1 million and the majority of our 7 50
city of Los Angeles employees will attend class at the training center each
year.

This plan- the infrastructure upgrade, new jobs, organizational changes,
and commitment to local employee development - is the first step in
creating a true broadband telecommunications superhighway for Los
Angeles and is a critical part of Continental's plan to compete in the next
generation of the video entertainment and information business.
Thank you.
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TESTIMONY BY LYNETTE SIMPSON,
VICE PRESIDENT, SUN COUNTRY CABLE,
TO THE CALIFORNIA COMMITTEE ON ENERGY AND PUBLIC UTILITIES
November 17, 1993
Senator Rosenthal and Committee Members: My name is Lynette Simpson.
I am Vice President of sun Country Cable, a company which my partner,
Dave Kinley, and I founded around my dining room table in 1985.
It appears that everyone else here today represents something big
big companies, big municipalities, or big associations. We're not so
big. We operate 20 cable systems in California, Washington, and
Oregon, with a grand total of 11,000 customers. Our headquarters
office is in Pleasanton.
In California, we built the system serving Los Altos Hills, and began
providing service in 1990. We spent nearly $2 million, and now have
1,044 customers. We bought the system in Groveland in May of 1989, and
have nearly doubled the basic programming available to customers and
improved customer service. When we bought that system, there were 1370
customers; now we have 1755. These are two of our biggest systems.
To companies like ours, complying with the Cable Act and the 1,100
pages of FCC rules is an enormous burden that does nothing for our
customers except raise unreasonable expectations.
For example, pronouncements by members of Congress, the FCC, and press
reports gave many customers the idea that they would be getting
automatic rate reductions on September 1. Very little was mentioned
about the city certification process or the 500 plus pages of
complicated and time consuming rate regulation rules, instructions, and
worksheets, which were to set reasonable basic rates.
On September 2 the phones began to ring with people demanding to
know when they would get their rate reductions.
so, we try to
explain how the process works, that our rates are reasonable based on
our costs, and they shouldn't expect rate reductions.
Providing good service at reasonable rates may not be enough to hold
off certification, and the cumbersome and expensive process it puts in
place. One City Manager told me he is under some pressure from nearby
cities to go along with the rest of them and certify, even though he is
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very happy with _our company and service, and he understands how our
rates are set. This is called "Regulation by Peer Pressure."
The must-carry/retransmission consent rules required us to deal with 62
broadcast stations in seven television markets. As you know, many of
the major network stations opted to ask for a second channel, rather
than cash payments for their signal. What you may not know is that the
receiving and processing equipment for each channel is approximately
$3,000. Obviously, in a small system, that expense, multiplied several
times over, is a considerable amount of money on a per-subscriber
basis, and would inevitably drive rates up.
In all cases, I asked these stations to pay for the equipment OR to
waive the retransmission consent fees because our systems are so
small. ALL except KGO, Channel 7, San Francisco, agreed to do one or
the other. However, to receive these terms, I agreed to "most favored
nation" clauses, which means if I paid one, I had to pay them all.
Capital Cities/ABC (owners of KGO and ESPN) wanted us to add ESPN II,
which we had declined to carry more than a year before. KGO was
dropped October 6, but we continue to carry the ABC affiliate from San
Jose. Customers still aren't happy about it.
We are also spending thousands of dollars in Los Altos Hills to add
four broadcast stations that none of our customers ever asked for. In
Groveland, where our channel lineup is now full, we are dropping at
least two current services to make way for two more broadcast
stations, and possibly as many as four. One of the four, incidentally,
is a home shopping channel.
Congress was persuaded that local broadcasters were in financial
jeopardy, and they wanted to protect "free TV" for people who couldn't
afford cable. Somehow, I don't think it was the intent of Congress to
foist ESPN II on customers who didn't ask for it. And, frankly, I
think our small company is in a good deal more financial jeopardy than
ABC/Cap Cities.
Companies like ours have done a service for small communities and rural
America simply by bringing cable service to them. In fact, many of
these communities, including Los Altos Hills and Groveland, would not
have cable service at all, but for companies like ours. Excessive
regulation could literally put us out of business. That isn't good for
us, and it certainly isn't good for our customers.
In addition to being a small cable operator, we are a small business.
We are not thriving in today's economy. The financial markets are
closed to us. We have not been able to finance the acquisition or
construction of a new system in more than three years, let alone find
the capital to bring our systems into the new Information Age. In
California particularly, the cost of doing business is extremely high,
including health care insurance for our employees and Workers
Compensation coverage. This has prompted discussions about moving our
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business to Arizona or Nevada. Now piled on top of that is the cost of
complying with 1,100 pages of new federal regulations.
Make no mistake. All of these burdens translate directly into what
customers pay for the service we sell -- cable TV. Is this in the
public interest? I don't think so!
Thank you for the opportunity to tell you of our concerns as a small
cable operator. Your understanding of these issues is most welcome.
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TESTIMONY OF
CAROL RUTGERS
BEFORE THE SENATE COMMITTEE ON ENERGY
AND PUBLIC UTILITIES OF CALIFORNIA
NOVEMBER 17, 1993
Good afternoon, Senator Rosenthal and Members of
this Committee. I am Carol Rutgers, Manager of
Governmental Relations for GTE Telephone
Operations, headquartered in Irving, Texas. My
business address is 600 Hidden Ridge, Irving, Texas.
GTE appreciates the opportunity to be a participant in
this hearing and to share our views regarding
competition in the video services market.
Let me begin with a vision - it is GTE's vision to build
an infrastructure that can offer all customers access
to a variety of broadband interactive services. I think
it's a vision which we share with my fellow panelists
up here, as well as others that you have heard, and
will hear _
f rom, today.
·
Not an impossible vision - in fact~ the·.technology is
already here. The sad part is that the public policy in
this country is just not keeping up with the
technology and perhaps it never will.

Competition is a key ingredient in formulating that
public policy. The marketplace should help to
determine the course this country and the
telecommunications providers should take in making
information services available to its citizens and
businesses.
We're not saying that we will be the only provider but
we do want to be one of them.
In the last decade, telephone companies have
introduced an increasing array of new technology into
the infrastructure in California, including the
introduction of fast~r, more accurate digital switching
and fiber optic technology.
GTE committed to an aggressive modernization
program by investing nearly $5 billion in digital
switching and fiber technologies for the 3.6 million
customer lines that we serve in California. Since
1983, we converted 92% of our customer lines to
digital switching, and we built 98,000 strand miles of
fiber in the State. By any standards, GTE has
deployed a modern and advanced network.
However, if GTE is to continue to be a meaningful
player in deploying the network ~nd functionality
customers need now and for the future, we need:
-

Symmetrical regulation applied to all
competitors in markets where competition
exists;

A predictable regulatory framework from
which we can plan the future. Threats of
making the ground rules different every few
years makes planning very difficult;
The implementation of a clear vision against
which regulatory decisions and industry
actions can be measu.red;
And finally. we need the support from both
elected and appointed California officials to
advocated the modification of federal
restrictions that limit the abilities of the local
exchange carriers to bring the benefits of
new technology to our customers.
There are currently two pieces of legislation at the
federal level (HR 1504 by Congressman Boucher and
S.1 086 by Senators Danforth and Inouye) that deal
with these issues. GTE supports HR1504 as it
removes the telcojcable crossownership ban
currently in place. And we are currently neutral on
5.1 086 until it is determined that substantive changes
can be made.
·
That's at the federal level. At the local level, I
commend this Committee for recognizing the need
and gathering the information to create an equitable
competitive environment.

Fortunately, the Public Utilities Commission here in
this state has already wisely accommodated some of
the regulatory changes that need to take place by
creating a new regulatory environment that is
protective of consumer interests, encouraging for
business investments, and conducive of a competitive
marketplace. More specifically, that is price cap
regulation.
Cross subsidy concerns have already been dealt with
by this regulatory framework, such that 100% of the
revenues are subject to price caps. That guarantees
that local rates will not subsidize new investments in
new services. The utility shareholders assume the
risks and they are willing to do so because they
share in the GTE vision.
While this is true of us, it is not true of those other
providers with whom we compete in the market and
who are not subject to this type of regulatory
oversight. We think the rules should be the same for
all participants.
Again, we think competition is the key to making
these new and innovative services available to
consumers in California and the United States, but
only if market regulations are applied equally to all
providers.
We seek your support in making that happen both at
the federal level and here in California.
Thank you.
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Mr. Michael Shapiro
Senior Consultant
Senate Energy & Public Utilities Committee
State Capitol, Room 2035
Sacramento, CA 95814
Dear Michael:
I want to thank you for the opportunity to testify before the Senate Energy and
Public Utilities Committee last Wednesday. At the close of the portion of the hearing
addressing cable/telco competition, I was concerned that the Committee may have been
left with the impression that the proposed investment in fiber optic infrastructure by Pacific
Bell and GTE California would be financed exclusively with shareholder money. To
correct any possible misperception by the Committee, I thought it would be helpful to
explain to you why this is not the case.
It is true that the funds Pacific and GTEC plan to invest in infrastructure represent
shareholder earnings. It is also true that under the existing price cap regulatory
framework they cannot automatically raise rates to recover the costs of these
investments. However, once these companies place these investments ·in their rate
bases, as they plan to do, the investments cease, in a very real sense, to be shareholder
investment. Once these investments are placed in the rate base, the annual capital costs
as well as the associated depreciation, maintenance, and overhead expense will be
carried on the companies' books as costs which offset their earnings or their rates-ofreturn. The impact of this on ratepayers is two fold.
First, under the existing regulatory framework, ratepayers are entitled to share
earnings with Pacific and GTEC once the rate-of-return of either company exceeds a
certain level. Because the costs of the infrastructure investment described above will
reduce earnings, the chances of sharing will be diminished. However, of far greater
consequence is that ratepayers will be placed at risk for what amounts to billions of
dollars in infrastructure investment. While the new regulatory framework prohibits both
Pacific and GTEC from automatically raising rates to recover the costs of investments,
the framework permits them to seek rate relief if their earnings fall below a certain level.
The possibility that these companies will seek rate relief at some future date to
recover the costs of the proposed investments is a real one given both the magnitude of
the i~vestments and their speculative nature. Pacific plans to invest over $16 billion
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dollars in five years in infrastructure so that it can provide a variety of new competitive
services. This is an enormous capital investment, approximating the entire $20 billion
value of Pacific Bell. Furthermore, as is often noted by commentators on the
Superhighway, the market for these new competitive services is unknown and untested.
Pacific and GTEC have thus chosen to make these investments at significant risk.
However, because Pacific and GTEC will be bailed out by ratepayers if the investment
does not produce the anticipated return, it is Pacific and GTEC's ratepayers, not their
shareholders, who are at risk. 1
Finally, the impact on competitors of permitting Pacific and GTEC to include
infrastructure investments in their rate bases will be disastrous. When Pacific and GTEC
roll the costs of these investments into their rate bases, all costs will be allocated to the
regulated side of the business. This means that the prices for the new competitive
services they seek to offer will not need to recover the costs associated with the provision
of these services. Thus, both companies will be position to offer new services below cost
and to drive competitors from the market.
The decision which adopted the new regulatory framework was aware of the
adverse impacts on ratepayers and competitors of the two companies which would result
if they were permitted to include the costs of competitive services in their rate bases. For
this reason, the decision required that Pacific and GTEC remove from their rate bases
all investment incurred for the provision of competitive services by requiring them to
allocated these costs to the competitive side of the business. This separation, the
decision reasoned, would place shareholders at risk for investment in competitive services
instead of ratepayers. At the same time, it would ensure that these companies could not
engage in below cost pricing since the burden of cost recovery would be placed on the
competitive services.
Commission Advisor Richard Smith acknowledged the need for this separation at
the hearing on Wednesday when he stated in passing that "some cost allocation would
be required at some future date to avoid cross subsidy." While we are encouraged by
Mr. Smith's statement that the Commission plans some form of allocation of the costs of
these investments, the kind of allocation the Commission appears to have in mind would
not be sufficient.
The investments proposed by Pacific and GTEC are for the provision of a host of
new competitive services. While Pacific and GTEC state that these investments will also
be used to provide "state of the art voice service" the driver or the cause of these
investments is host of new competitive services. Because these competitive services are

1

On the other hand, because Pacific and GTEC are permitted to keep all revenues
which result from the sale of competitive services, ratepayers, who must bear all
the risks, will not see a penny of the profits should these new services be a
success.
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driving these investments, their costs should be allocated in large measure to the
competitive side of the business. Moreover, they should be allocated to the competitive
side of the business when the costs are incurred, not years in the future when Pacific and
GTEC begin to offer these services. 2 Such allocation is the only way to ensure that
ratepayers do not end up bearing the costs of these investments should they fail to earn
the anticipated return or should either company decide at some future date not to offer
the services. It is also the only way to ensure that emerging competitive markets remain
viable.
The decision adopting the new regulatory framework requires that costs of
competitive services be allocated to the competitive side of the business. However, the
decision provides for an allocation to existing services only, rather than to future
competitive services which are driving the investment. We therefore urge the Committee
to recommend to the PUC that it supplement its existing cost allocation rules.
In making your recommendations to the Committee, I would hope that you give
serious consideration to the issues raised in this letter. I would also be happy to discuss
them with you in greater detail, should you be so inclined.
Sincerely,

Dennis H. Mangers
DHM/mp
Randy Chinn, Consultant, Assembly Utilities & Commerce Committee

cc:
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If these investments are allocated to competitive services at some future date, the
allocation will reflect only the incremental portion of the investment used by the
competitive services. This will substantially understate the costs which should be
allocated to these services since the vast majority of these costs are being
incurred solely for the provision of these services.

